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Defendant Bank of America Corporation (“BAC”) respectfully submits this
memorandum of law in support of its motion for summary judgment motion, pursuant to Rule 56
of the Federal Rules of Civil Procedure, on the remaining claim against it in the Newby
Consolidated Complaint (the “Complaint™), on the ground that it is not a proper party to this
lawsuit. The undisputed facts show that BAC did not engage in the conduct alleged to be in
violation of Section 11 of the Securities Act of 1933, and that any such conduct by its subsidiary
may not be imputed to BAC. BAC is therefore entitled to judgment as a matter of law

dismissing it from this action.

INTRODUCTIGN

On December 20, 2002, this Court granted BAC’s motion to dismiss plaintiffs’
claims in the Complaint under Section 10(b) of the Securities Exchange Act of 1934 and
Rule 10b-5 promulgated thereunder, and sustained plaintiffs’ Section 11 claim with respect to
one transaction. 12/20/02 Memorandum and Order Re Secondary Actors’ Motions to Dismiss,
Slip op. (“12/20/02 Order™) at 296, 306.) In support of its motion to dismiss the Complaint,
BAC had argued that plaintiffs had named the wrong party and that BAC was not an appropriate
defendant. See BAC’s Memorandum of Law In Support Of Its Motion to Dismiss the
Consolidated Complaint at Point I. The Court instructed BAC and the other bank defendants that
“if [a bank] wishes to challenge Lead Plaintiff for naming the wrong party as a defendant,” it
should file a motion. 12/20/02 Order at 177 n. 85; see also 1/27/03 Order at 2 (“if [the banks]
object to being named defendants because a subsidiary or other entity was the real party in
interest, they should file appropriate motions.”). The present motion addresses the absence of a

factual basis for plaintiffs’ remaining claim against BAC.

' The Court ordered that “Bank of America Corporation’s motion to dismiss ... is GRANTED as to
claims under § 10(b) and Rule 10b-5, but DENIED as to Lead Plaintiff's claim under § 11 for the 7.375%
Notes due on 5/15/09, pursuant to the Registration Statement of 5/19/99 ... * 12/20/02 Order at 306
(emphasis in original).
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Summary judgment should be granted to BAC for the simple reason that it did not
engage in the actions alleged to violate Section 11. Nor can any alleged misconduct by its
subsidiary be attributed to BAC. The uncontradicted evidence establishes that BAC and its
constituent companies are separate entities with their own business functions and legal identities.
In short, BAC has not committed, and is not responsible for any actionable conduct. Because
there is “no genuine issue as to any [of these] material fact[s],” BAC is entitled to judgment as a
matter of law. Fed. R. Civ. P. 56; see, e.g., Certain Underwriters at Lloyd’s, London v. Oryx
Energy Co., 203 F.3d 898, 900 (5th Cir. 2000) (reciting standard); R&B Falcon Corp. v. Am.
Exploration Co., 154 F. Supp. 2d 969, 972 (S.D. Tex. 2001) (once moving party meets its
Rule 56 burden, non-moving party must come forward with specific evidence showing there is a

genuine issue for trial).

STATEMENT OF FACTS

BAC is a bank holding company and a financial holding company, incorporated
in Delaware and headquartered in Charlotte, North Carolina. Affidavit of Allison Gilliam
(“Gilliam AfE) 9 2.7 Itisthe parent company of numerous operating affiliates and subsidiaries
located throughout the world. /d.  Although BAC and its affiliated companies generally own up
to and including 100% of the voting shares of each subsidiary directly or indirectly, those
subsidiaries are separate legal entities from BAC (and each other). /d.§4. BAC and BAS are
separately operated. Id. 9 6.

Among BAC’s subsidiaries is Banc of America Securities LLC (“BAS™), a full-
service U.S. investment bank and brokerage firm with offices, among other places, in San
Francisco, New York and Charlotte. Id. q 5; Affidavit of Edward J. Stark (“Stark Aff..”) 2.2

BAS provides capital raising, financial advisory and risk management solutions, bulge-bracket

2 The Gilliam Affidavit is attached hereto.
> The Stark Affidavit is attached hereto.
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trading and global distribution services, and objective research on global markets and growth
sectors to corporations, institutional investors, financial institutions and government entities, and
generates its revenues from these services. Stark Aff. §6. As of November 27, 2001, the end of
the purported class period, BAS had an equity value, net of its liabilities, in excess of
$2,326,000,000. Id.

BAC and BAS are distinct companies, each with its own particular focus and
purpose. BAS has consistently functioned as an autonomous business unit. BAS has a separate
board of directors from BAC that conducts its meetings independently, and separately records
and maintains its own minutes. Id. 4 7; Gilliam Aff. § 6. Typical of the parent-subsidiary
relationship, BAC has an indirect ownership interest in BAS, and there is some overlap in
officers and employees. Stark Aff 99 2, 7; Gilliam Aff. 9 5, 6. However, while an indirect
subsidiary of BAC, BAS carefully maintains its own identity and business by, for instance, being
fully capitalized, generating its own revenues, separately keeping its books and records, and
managing its day-to-day operations. Stark Aff. 4 §; Gilliam Aff. q 7.

As detailed in the supporting affidavits and demonstrated below, BAC, the parent
holding company, does not underwrite securities offerings and was not a participant, culpable or
otherwise, in the May 1999 offering of Enron 7.375% Notes that is the subject of plaintiffs
remaining Section 11 against BAC. Nor did BAC participate in or contribute to the registration
statement and prospectus issued by Enron in connection with that offering. Gilliam Aff. 8;
Stark Aff. 9. BAS, not BAC, provided services in connection with the offering of 7.375%
Notes. Stark Aff. § 10.*  Nonetheless, BAC is the only BAC-related entity that plaintiffs have

sued.

* A copy of the Prospectus Supplement for the offering of 7.375% Notes, indicating the involvement of

BAS but not BAC, is attached as Exhibit A to the Stark Affidavit.
-3-



ARGUMENT
BANK OF AMERICA CORPORATION IS ENTITLED TO SUMMARY JUDGMENT
DISMISSING THE REMAINING CLAIM AGAINST IT BECAUSE IT ISNOT A
PROPER PARTY TO THIS SUIT

A. BAC Did Not Engage In Conduct In Violation of the Securities Laws.

“It is a general principle of corporate law deeply ‘ingrained in our economic and
legal systems’ that a parent corporation * * * is not liable for the acts of its subsidiaries.” United
States v. Bestfoods, 524 U.S. 51, 61 (1998) (citation omitted). There is nothing in Section 11 of
the Securities Act of 1933 that changes this well-settled rule. In the securities law context, courts
have consistently held that the plaintiff “must show how [the parent] committed the wrongdoing
alleged.” Zishka v. Am. Pad & Paper Co., No. 3:98-CV-0660-M, 2000 WL 1310529, at *4 (N.
D. Tex. Sept. 13, 2000). See also, e.g., McNamara v. Bre-X Minerals Ltd., 197 F. Supp. 2d 622,
673 (E.D. Tex. 2001) (parent corporation cannot automatically be held liable for subsidiary’s
fraud); Abbell Credit Corp. v. Bank of Am. Corp., No. 01 C 2227, 2002 WL 335320, at *4 (N.D.
[I. Mar. 1, 2002) (same). Whether a parent or subsidiary has “defrauded plaintiffs are [two]
different questions.” Chill v. Gen. Elec. Corp., 101 F.3d 263, 268 (2d Cir. 1996).

Of the numerous separate and diversified BAC entities, plaintiffs have named
only the parent holding company as a defendant in this case. See, e.g., Compl. ] 1(d), 17. Yet
the facts indisputably show that BAC did not engage in the offering of 7.375% Notes at issue in
plaintiffs’ Section 11 claim. The following table sets out the remaining allegations against
“BAC” following the Court’s decision on the Secondary Actors’ Motions to Dismiss,

specifically identifying those uncontroverted facts which establish BAC’s lack of involvement:

Allegations Against BAC Undisputed Facts
BAC underwrote an Enron offering of BAC was not an underwriter of the offering of
7.375% Notes in May 1999, (Compl. Enron 7.375% Notes. Gilliam Aff. q 8; Stark Aff.
€19 48, 151, 776, 781, 1006). 9. The 7.375% Notes offering in May 1999 was

underwritten by Banc of America Securities LLC.,
a subsidiary of BAC. Stark Aff. § 10; Prospectus
Supplement (Ex. A to Stark Aff)) at pp. 1, S-5.

4-
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Allegations Against BAC Undisputed Facts

While acting as an underwriter, BAC made | BAC did not participate in drafting, or in any way

“false and misleading statements™ 1n contribute to, the registration statement and
registration statements and prospectuses for | prospectus filed in connection with the offering of
Enron securities. Compl. § 781. Enron 7.375% Notes described in the Complaint.

Gilliam Aff. 9 8; Stark Aff. §9. BAS, not BAC,
provided services in connection with that offering.
Stark Aff.  10; Prospectus Supplement (Ex. A to
Stark Aff.) at pp.1, S-5.

To the extent that the offering of 7.375% Enron Notes involved a BAC entity in
any meaningful way, it was BAS. See Stark Aff. 4 10; Prospectus Supplement (Ex. A to Stark
Aff) at pp.1, S-5. Plaintiffs cannot raise any genuine issue of material fact that would suggest
otherwise. Indeed, the identity of the BAC-related entity that was involved in the offering of
7.375% Notes should have been (and undoubtedly was) obvious to plaintiffs at the time the
complaint was filed, from very limited investigation and readily-available public documents. For
examplie, the offering documents, including an easily accessible prospectus, prominently state
that BAS was involved in the offering, not BAC. See Prospectus Supplement (Ex. A to Stark
Aff)) at pp. 1, S-5. Even a quick internet search on the SEC or EDGAR websites would have
revealed this information.

What the most minimal inquiry would have shown—and the affidavits filed with
this motion irrefutably establish—is that BAC is not responsible for the actions which plaintiffs
contend artificially inflated the trading prices of Enron’s publicly traded securities. Plaintiffs
made a considered, albeit ill-advised, decision to sue BAC. The undisputed facts reveal that
BAC is entitled to judgment. See Chill, 101 F.3d at 268 (where § 10(b) and Rule 10b-5 claims
were premised solely on false statements by subsidiary, plaintiff had no case against parent

corporation).
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B. BAC Cannot Be Held Liable for the Alleged Wrongful Acts of Its
Independent Subsidiaries.

Plaintiffs’ pervasive attempt to avoid distinguishing the role and actions of
separate entities is exemplified by their naming a parent holding company — BAC - rather than
operating companies which it directly or indirectly owns. All of the claims against BAC should
be dismissed because BAC is not an appropriate defendant. In an effort to manufacture claims
against BAC and reach into its perceived “deep pockets,” the Complaint attempts to blur the
distinction between BAC, the parent company, and its subsidiaries, but plaintiffs tacitly concede
that the substantive allegations in the Complaint relate to conduct of the subsidiaries of BAC.
Compl. 4 104.

Plaintiffs define the term “BAC” as comprising not only Bank of America
Corporation but also every one of its “controlled subsidiaries and divisions (such as Banc of
America Securities)” (id.), and maintain that the “knowledge and liability” of any particular
member of the BAC corporate family must be “determined by looking at BAC as an overall legal
entity.” Id. § 775. Although Plaintiffs allege that BAC controlled subsidiaries “such as Banc of
America Securities” (Compl. 4 104), this vague, unsubstantiated allegation is insufficient to
make BAC liable for alleged violations of the securities laws by its subsidiaries. See Bestfoods,
524 U.S. at 61 (it is a general principle that a parent corporation is not liable for acts of its
subsidiaries). In fact, a court recently dismissed a Section 10(b) claim against BAC, the very
entity named as a defendant in this action, based upon the alleged misstatements of its subsidiary
BAS. Abbell Credit Corp., 2002 WL 335320, at *4. Following the same logic as the Supreme
Court in Best Foods, the Court in Abbell held that although BAC may have the power to control
its subsidiary, it did not have a duty to do so and was not liable for the conduct and omissions of
Banc of America Securities. See also Fletcher v. Atex, Inc., 68 F.3d 1451, 1458 (2d Cir. 1995)

(court will not pierce corporate veil separating parent and subsidiary unless “the two
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corporations operated as a single economic entity such that it would be inequitable . . . to uphold
a legal distinction between them.”) (quotation marks and citations omitted).

Plaintiffs’ assertions of parental “control” and shared corporate knowledge are
unsubstantiated for a simple reason: there is no legal or factual justification for treating BAC and
its subsidiaries as a “single economic entity” in meting out responsibility for the alleged
securities law violations. Because each corporation is deemed to have its own legal personality,
it is ordinarily presumed that a subsidiary has not surrendered its corporate identity to its parent.
Thus a party seeking to hold a parent liable for the acts of a subsidiary has the “burden of
overcoming the presumption of separateness by clear evidence.” Carballo-Rodriguez v. Clark
Equip. Co., 147 F. Supp. 2d 63, 65 (D. P.R. 2001). Accord Kaplan v. First Options of Chicago,
Inc., 19 F.3d 1503, 1522 (3d Cir. 1994), aff’d, 514 U.S. 938 (1995) (“Because alter ego is akin to
and has elements of fraud, we think it too must be shown by clear and convincing evidence”);
Union Carbide Corp. v. Montell N.V., 944 F. Supp. 1119, 1144 (S.D.N.Y. 1996) (‘“Plaintiff must
show that the owners exercised complete domination of the corporation in respect to the
transaction attacked.”). That “is a significant burden” -- one that plaintiffs cannot meet. In re
Alta Indus., Inc., 53 B.R. 567, 569 (Bankr. W.D. Tex. 1985); Loral Fairchild Corp. v. Victor Co.
of Japan Ltd., 803 F. Supp. 626, 632 (E.D.N.Y. 1992) (burden rests with party seeking to
dispense with corporate fiction).

Whether BAC’s corporate form should be disregarded is judged by the law of its
place of incorporation, that of Delaware. Amoco Chem. Co. v. Tex Tin Corp., 925 F. Supp. 1192,
1201 & n.9 (S.D. Tex. 1996) (applying Texas choice-of-law principles and citing Restatement
(Second) of Conflicts of Laws § 307); Gilliam Aff. §2. Under Delaware law, as in all other
U.S. jurisdictions, “[u]nder ordinary circumstances, a parent corporation will not be held liable

for the obligations of its subsidiary . . . . Limited liability is the general rule, not the exception.”

Mobil Oil Corp. v. Linear Films, Inc., 718 F. Supp. 260, 270 (D. Del. 1989) (internal citations

-7-



omitted). See also Fletcher, 68 F.3d at 1458 (“A plaintiff seeking to persuade a Delaware court
to disregard the corporate structure faces a difficult task.”) (quotation marks and citations
omitted). “Disregard of the corporate entity is appropriate only in exceptional circumstances.
Id. “Since it is the exceptional instance where a court will disregard the corporate form, the
party who wishes the court to disregard that form ‘bears the burden of proving that there are
substantial reasons for doing so.”” Laborers’ Pension Fund v. Litgen Concrete Cutting & Coring
Co., 709 F. Supp. 140, 143 (N.D. Ill. 1989) (quoting Contractors, Laborers, Teamsters and
Eng’rs Health and Welfare Plan v. Hroch, 757 F.2d 184, 190 (Sth Cir. 1985)). See also La
Chemise Lacoste v. Gen. Mills, Inc., 53 FR.D. 596, 603 (D. Del. 1971). In general, a parent
corporation may be held liable under the alter ego theory for acts of its subsidiary “only if its use
of the corporate form would, if left unchecked, work as a fraud or something in the nature of a
fraud.” Mobil Oil, 718 F. Supp. at 267.

Plaintiffs’ bald allegations of intercorporate unity rest on the incorrect assumption
that the sort of relationship typical of parent-subsidiary relationships suffices to impute liability.
See Compl. §104. However, for the purposes of imputing liability from the actions of a
subsidiary to the parent, the subsidiary must be so dominated by the parent as to be a mere
puppet without independent functions. “A subsidiary corporation may be deemed the alter ego
of its corporate parent where there is a lack of attention to corporate formalities, such as where

the assets of two entities are commingled, and their operations intertwined. An alter ego

5 The court in Mobil Oil explained that “[t]he terminology used by courts in considering whether a

parent corporation will be held liable for the actions of its subsidiary has not been a model of clarity.
Plaintiffs so-called ‘alter ego theory’ is often used interchangeably with such expressions as ‘disregarding
the corporate entity’ and ‘piercing the corporate veil.”” Id. at 266, citing Phoenix Canada Oil Co. Ltd. V.
Texaco, Inc., 842 F.2d 1466, 1476 (3d Cir. 1988); Japan Petroleum Co. (Nigeria) Ltd. v. Ashland Oil,
Inc., 456 F. Supp. 831, 839-40 (D. Del. 1978). “A subsidiary found to be the ‘alter ego’ of its parent
company could likewise be designated its ‘instrumentality.”” Mobil Oil, 718 F. Supp. at 266 (citation
omitted).
-8-
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relationship might also lie where a corporate parent exercises complete domination and control
over its subsidiary.” Mobil Oil, 718 F. Supp. at 266.

In Mobil Oil, the defendant moved for summary judgment in a patent
infringement case, arguing that Mobil simply sued the wrong party, and that to the extent there
was any infringement at all it was not by the defendant parent corporation, but by its non-
defendant subsidiary. In granting summary judgment dismissing the parent corporation, the
court found, first, that the defendants had presented strong evidence that the parent corporation
had never produced or sold any products, and therefore could not have directly infringed Mobil’s
patents. Id. at 265.

Second, the court rejected Mobil’s alter ego theory, despite evidence that the
parent held all the stock of its subsidiary, guaranteed certain debts of its subsidiary, shared
common officers and directors with its subsidiary, the boards of the two entities did not keep
separate minutes or agenda, the parent approved the hiring and salaries of the subsidiary, as well
as other major expenditures and policies of the subsidiary, and the obligations of the parent were
paid from the subsidiary’s bank account. The court explained that while the foregoing factual
allegations, if accurate, demonstrated that the parent and subsidiary were “closely connected”
and ““less than steadfast in their observation of corporate formalities”, “these facts standing alone
are insufficient for the alter ego theory to operate to pierce the corporate veil” because a parent
corporation can be held liable for the acts of its subsidiary “only if its use of the corporate form
would, if left unchecked, work as a fraud or something in the nature of a fraud.” Id. at 267.

The court further explained that, “[t]he law requires that the fraud or injustice be
found in the defendants’ use of the corporate form.” Id. at 269. The type of injustice or inequity
alleged by Mobil was insufficient to justify disregarding the separate corporate existences of
parent and subsidiary because “[aJny breach of contract and any tort -- such as patent

infringement -- is, in some sense, an injustice. Obviously, this type of ‘injustice’ is not what is

-9-
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contemplated by the common law rule that piercing the corporate veil is appropriate only upon a
showing of fraud or something like fraud. The underlving cause of action does not supply the
necessary fraud or injustice. To hold otherwise would render the fraud or injustice element
meaningless, and would sanction bootstrapping.” /d. at 268 (emphasis added). See also Zubik v.
Zubik. 384 F.2d 267, 273 (3d Cir. 1967) (“Limiting one’s personal liability is a traditional reason
for a corporation. Unless done deliberately, with specific intent to escape liability for a specific
tort or class of torts, the cause of justice does not require disregarding the corporate entity.”)
(footnote omitted); In re Sunstates Corp. S holder Litig., 788 A.2d 530, 534 (Del Ch. 2001) (“to
pierce the corporate veil based on an agency or ‘alter ego’ theory, ‘the corporation must be a

292

sham and exist for no other purpose than as a vehicle for fraud.””) (quoting Wallace v. Wood,
752 A.2d 1175, 1184 (Del. Ch. 1999)).

The evidence here plainly demonstrates that during the class period, BAS and
BAC were far less “closely connected” than the entities in Mobil Oil, and that BAS was not a
mere sham corporation designed to deflect fault from BAC. To the contrary, both during the
class period and today, BAS provided and provides its own diverse services, from brokerage to
underwriting to investment banking advice, which generate recognizable streams of revenue and
result in its being adequately funded:; ran and runs its own daily operations, chiefly without
direction by, or commonality of, BAC officers; maintained and maintains its own books and
records, bank accounts, accounts receivable, lines of credit and other assets on a day-to-day
basis; and held and holds separate and individual board meetings. Stark Aff. 6 — &; Gilliam
Aff. 996 -7.

Neither BAC’s indirect full or principal ownership stake in BAS nor the presence
of some shared officers is enough to tilt the balance in the other direction. See Mabon Nugent

Co. v. Texas Am. Energy Corp., No. CIV. A. 8578, 1990 WL 44267 at *5 (Del. Ch. Apr. 12,

1990) (“separate corporate existences of parent and subsidiary will not be set aside merely on

-10-



showing of common management of the two entities, nor on a showing that the parent owned all
the stock of the subsidiary.”); Trustees of the Village of Arden v. Unity Constr. Co., No. C.A.
15025, 2000 WL 130627, (Del. Ch. Jan. 26, 2000) (similar ownership is not sufficient to justify
disregarding business forms) (granting summary judgment to defendants on plaintiff’s alter ego
theory). BAC had a normal parent-subsidiary relationship with BAS that still respected their
separate corporate forms.

Even with far more interconnection, BAC and BAS could not be considered as
one. There is no allegation, nor can any be made, that BAS was set up or run as a conduit for
fraud. See, e.g. Mobil Oil, 718 F. Supp. at 270 (granting summary judgment to defendant parent
corporation on alter ego claim because evidence did not show parent used the corporate form to
perpetrate a fraud or work an injustice upon plaintiff, since parent did not incorporate for purpose
of avoiding liability for a specific wrong); In re Sunstates Corp. S holder Litig., 788 A.3d at 534
(granting partial summary judgment to defendants rejecting plaintiffs’ alter ego/piercing the
corporate veil theory because plaintiffs offered no evidence from which the court could infer that
any of the corporations “was a sham or existed merely to perpetrate a fraud. On the contrary, the
record shows that each of those entities was engaged in substantial business operations and was
formed or acquired ... for purposes relating to the pursuit of normal business operations.”). As
already explained, the remaining securities law claim alleged by plaintiffs relates to the conduct
of BAS, a subsidiary of BAC. Nothing establishes that BAS lacks the capacity, in appropriate
cases, to provide redress, or that BAC is using its subsidiary as a shield for some improper
purpose.

Since there has been no abuse of the corporate form, plaintiffs cannot assign
either knowledge or liability across BAC corporate lines. BAC and BAS have not relinquished
their distinct identities; therefore, the amenability of each to suit must depend on its own actions.

Judged by that standard, BAC, like the parent corporation in Mobil Qil, does not belong in this

-11-



case.’ See, e.g., Secon Serv. Sys., Inc. v. St. Joseph Bank & Trust Co., 855 F.2d 406, 416 (7"
Cir. 1988) (granting summary judgment where plaintiff could not produce any evidence of alter
ego liability); Chill, 101 F.3d at 267-270 (finding no scienter on part of parent due to
subsidiary’s apparent motive to commit fraud or parent’s failure to investigate subsidiary’s
practices).’

In sum, the corporate structures of BAC and its subsidiary, BAS, may not be
disregarded to hold BAC liable for the alleged conduct of BAS simply because Plaintiffs
characterize BAS as “controlled.” Compl. § 104. The claims in the Complaint, which are alleged

solely against BAC, should therefore be dismissed.

CONCLUSION

For all of the foregoing reasons, BAC is entitled to summary judgment dismissing
the remaining claim against it in this action.

Dated: April 30, 2003

8 Also like the parent corporation in Mobil Oil, which did not produce or sell products & 1d, thus, could
not be Hable for patent infringement (718 F. Supp. at 265), BAC does not underwrite secu: ties offerings
and, thus, cannot be liable for alleged conduct in connection with the offering of Enron 7.275% Notes.

Gilliam Aff. 9 8.

7 Under the law of any other arguably relevant jurisdiction, the result would be the same. The forum
state, Texas, applies nearly identical principles to decide when a company’s separate corporate existence
should be discounted. See, e.g., Gardemal v. Westin Hotel Co., 186 F.3d 588, 593-594 (5™ Cir. 1999)
(granting summary judgment for parent company; no “alter ego” liability under Texas law because
subsidiary was not “mere tool or business conduit” of parent); United States Ex. rel. Wilkins v. N. Am.
Constr. Corp., 173 F. Supp. 2d 601, 642 (S.D. Tex. 2001) (listing “alter ego” factors ); Amoco, 925 F.
Supp. at 1202 (Texas and Delaware law take into account abuse of the corporate form and domination of
the affiliated entity).
-12-
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August 7, 2002 (Docket No. 984), on this the 30%
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ENRON CORP., et al.,
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THE REGENTS OF THE UNIVERSITY OF
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Civil Action No. H-01-3624
(Consolidated)

AFFIDAVIT OF ALLISON
GILLIAM IN SUPPORT OF
BANK OF AMERICA
CORPORATION’S MOTION
FOR SUMMARY JUDGMENT

ALLISON GILLIAM, being duly sworn, deposes and says:

1. I am Vice President and Assistant Corporate Secretary of defendant Bank
of America Corporation (“BAC”). I make this affidavit, on personal knowledge and from a
review of the books and records of BAC, in support of BAC’s motion for summary judgment
dismissing the remaining claim against it in the Consolidated Complaint (the “Complaint”).

2. BAC is a Delaware corporation with its principal place of business in

Charlotte, North Carolina. It is a bank holding company and a financial holding company. BAC

CWT\NYLIB2\195044.1



is the parent company of numerous operating affiliates and subsidiaries located throughout the
world.

3. BAC’s corporate history is as follows: On September 25, 1998,
NationsBank Corporation, a North Carolina corporation, merged with and into NationsBank
(DE) Corporation, a Delaware corporation, with the surviving corporation being NationsBank
(DE) Corporation and with the resulting name of NationsBank Corporation, a Delaware
corporation. On September 30, 1998, BankAmerica Corporation, a Delaware corporation,
merged with and into NationsBank Corporation, with NationsBank Corporation as the surviving
entity and with a simultaneous name change to BankAmerica Corporation, a Delaware
corporation. BankAmerica Corporation changed its name to Bank of America Corporation on
April 28, 1999.

4. Although BAC and its affiliated companies directly or indirectly own up
to and including 100% of the voting shares of each subsidiary, those subsidiaries are separate
legal entities from BAC (and each other).

5. BAC is the indirect parent of Banc of America Securities LLC (“BAS”™), a
full-service U.S. investment bank and brokerage firm with offices, among other places, in San
Francisco, New York and Charlotte.

6. BAC and BAS are separate legal entities, as are BAC’s other operating
entities. There is no overlap between the Board of Directors of BAC and BAS, and some
overlap between officers of the two entities. BAC’s Board of Directors conducts its board
meetings independently of board meetings for its subsidiaries, and separately records and
maintains its minutes. BAC and BAS are separately operated.

7. BAC has separate books and records from BAS.

8. BAC does not underwrite securities offerings and did not participate in the

offering of Enron 7.375% Notes in May 1999. Nor did it participate in issuing or contribute to

-



drafting the registration statement and prospectus issued by Enron in connection with the

offering of 7.375% Notes.

Allison Gilliam

Vice President and
Assistant Corporate Secretary

Sworn to before me this
25th day of April, 2003

Sy P

Notary Pghiic

My Commission Expires January 27, 2008






UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF TEXAS
HOUSTON DIVISION

In re ENRON CORPORATION SECURITIES

LITIGATION

This Document Relates To:

MARK NEWRBY, et al., Individually and On
Behalf of All Others Similarly Situated,

Plaintiffs,
Vs.
ENRON CORP., ¢t al.,

Defendants.

THE REGENTS OF THE UNIVERSITY OF
CALIFORNIA, et al., Individually and On
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Plaintiffs,
Vs.
KENNETH L. LAY, et al,,

Defendants.

DISTRICT OF COLUMBIA) ss.:

§ Civil Action No. H-01-3624
§ (Consolidated)

§

S
§ AFFIDAVIT OF EDWARD J.

§ STARK IN SUPPORT OF
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Edward J. Stark, being duly sworn, deposes and says:

1. I am Secretary of Banc of America Securities LLC (“BAS”), a full-service
U.S. investment bank and brokerage firm. I make this affidavit, on personal knowledge and
from a review of the books and records of BAS, in support of the motion for summary judgment

of Bank of America Corporation (“BAC”) dismissing the remaining claim against it in the

Consolidated Complaint (the “Complaint”).
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2. I am familiar with the corporate structure of BAS, which is an indirect
subsidiary of BAC. BAS is a separate and distinct legal entity from BAC.

3. BAS is a Delaware limited liability company with offices in San Francisco,
New York and Charlotte, among other places. As of April 15, 2003, BAS had 4364 employees.

4. BAS is the successor company of NationsBank Montgomery Securities LLC.
In 1997, NationsBank Corporation (‘“NationsBank™) purchased Montgomery Securities, a
California limited partnership and merged it into one of its operating entities as set forth in the
following chronology: In September 1997, Montgomery Securities merged into Montgomery
Acquisition Sub, Inc., a Delaware corporation, and Montgomery Acquisition Sub, Inc. merged
into NationsBanc Capital Markets, Inc., (an entity formed by NationsBank in 1990) under the
name NationsBanc Montgomery Securities, Inc., a North Carolina corporation. In December
1997, NationsBanc Montgomery Securities, Inc. merged into NationsBanc Montgomery
Securities, Inc., a Delaware corporation, which then merged into NationsBanc Montgomery
Securities LLC, a Delaware limited liability company. In 1998, NationsBank and BankAmerica
Corporation merged, with NationsBank as the surviving entity and with a simultaneous name
change to BankAmerica Corporation. BankAmerica Corporation changed its name to BAC in
April 1999. In May 1999, NationsBanc Montgomery Securities LLC changed its name to Banc
of America Securities LLC.

5. BAS maintains memberships on major exchanges including the New York
Stock Exchange, the American Stock Exchange, the National Association of Securities Dealers,
Boston Stock Exchange, Chicago Board of Options Exchange, Chicago Stock Exchange,
Cincinnati Stock Exchange, International Securities Exchange, Pacific Stock Exchange and
Philadelphia Stock Exchange. BAS is also registered as an international dealer with the Ontario

Securities Commission.



6. BAS provides capital raising, financial advisory and risk management
solutions, bulge-bracket trading and global distribution services, and objective research on global
markets and growth sectors to corporations, institutional investors, financial institutions and
government entities, and generates its revenues from these services. As of November 27, 2001,
the end of the purported class period, BAS had an equity value, net of its liabilities, in excess of
$2,326,000,000.

7. There is no overlap between the Boards of Directors of BAC and BAS,
and some overlap between officers of the two entities. BAS files its own financial reports with
the New York Stock Exchange. The Board of Directors of BAS conducts board meetings that
are independent of board meetings for its parent and affiliated entities, separately recording and
maintaining its own minutes.

8. BAS is fully capitalized, generates its own revenues, separately prepares
and keeps its own books and records, maintains its own bank accounts, accounts receivable, lines
of credit and other assets, and manages its own day-to-day operations.

S. BAC was not involved as an underwriter or in any other capacity in the
May 1999 transaction in which Enron Corp. sold $500 million of 7.375% Notes due 2019.

10. BAS, not BAC, provided services in connection with the May 1999
transaction in which Enron Corp. sold $500 million 7.375% Notes due 2019. A copy of the
Prospectus Supplement for that offering, indicating the involvement of BAS, is attached as

Exhibit A to this affidavit.

Edwarfl J. Stark

Secretary, Banc of America Securities LLC



Sworn to before me this
2+ day of g [, 2003

PATRICIA A. MOORE
Notary Public VOTARY PyS, ¢ DISTRICT OF COLUMBIA

My Commyssion Expires June 14,2005
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FILED PURSUANT TO RULE 424(b)(2)
REGISTRATION NO. 333-70465

PROSPECTUS SUPPLEMENT
(To prospectus dated February 5, 1999)

$500,000,000
[ENRON LOGO)

7.375% NOTES DUE 2019

This is a public offering by Enron Corp. of 7.375% notes due May 15, 2019,
Interest is payable semiannually on May 15 and Nevember 15, beginning November
15, 1999. We may redeem all or part of the notes at any time. The redemption
price is described under the heading "Description of Notes - Optional
Redemption' on page S-4 of this prospectus supplement. The notes are unsecured
and unsubordinated debt securities, are not subject to a sinking fund and are
not convertible or exchangeable into other securities.

The notes should be delivered on or about May 24, 1999 through the
book-entry facilities of The Depository Trust Company.

PER NOTE TOTAL

Public offering price 99.476%  $497,380,000
Underwriting discount 875% § 4,375,000
Proceeds to Enron Corp. (before expenses)......ooeuceussens 98.601%  $493,005,000

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved these securities or determined if this
prospectus supplement or the accompanying prospectus is truthful or complete.
Any representation to the contrary is a criminal offense.

LEHMAN BROTHERS BANC OF AMERICA SECURITIES LLC CIBC WORLD MARKETS

May 19, 1999
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YOU SEOULD RELY ONLY ON THE INFORMATION CONTAINED OR INCORPORATED BY REFERENCE IN THIS PROSPECTUS
SUPPLEMENT AND TEE ACCOMPANYING PROSPECTUS. NO ONE HAS BEEN AUTHORIZED TO PROVIDE YOU WITH DIPFERENT
INFORMATION. IF ANYONE PROVIDES YOU WITH DIFFERENT OR INCONSISTENT INFORMATION, YOU SHOULD NOT RELY ON
IT. SECURITIES ARE NOT BEING OFFERED IN ANY JURISDICTION WHERE THE OFFER OR SALE IS NOT PERMITTED. YOU
SHOULD ASSUME THAT THER INFORMATION CONTAINED OR INCORPORATED BY RRFERENCE IN THIS PROSPECTUS SUPFLEMENT
AND THE ACCOMPANYING PROSPECTUS IS ACCURATE AS OF THE DATE ON THE FRONT COVER OF THIS PROSPRCIUS
SUPPLEMENT ONLY. OUR BUSINBSS, PINANCIAL CONDITION, RESULTS OF OPERATIONS AND PROSPECTS MAY HAVE CHANGED
SINCE THAT DATE.
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CAPITALIZATION

The following table sets forth our consolidated capitalization as of March 31, 1999 and as adjusted to
give effect to the issuance on April 7, 1999 of 400,000,000 EUR (approximately $430,000,000) aggregate
principal amount of Notes due 2005 and the issuance of the notes offered hereby, and the use of the
proceeds therefrom. See "Use of Proceeds."” -

ACTUAL AS ADJUSTED

Short-term debt
Notes payable. .. ... ...t i e $ -- $ --
Current maturities of long-term debt...................... .- --
Total short-texm debt.......... ... 0. -- --

Long-term debt

Enron:
Amount reclassified from short-term debt{a)............. 1,862 943
Notes due 2001-2028 (6.40% to S.8B%)................c... 3,343 3,343
Notes due 1999-2000 (floating).............. ... .. ..., 400 400
4 < 1T Rt 18 18
Notes due 2005 {4.38%) .. .. ...ttt -- 430
Notes due 2019 (7.38%) .. ... ... i i i e e -- 500
Subsidiary companies:
Notes due 1999-2035 (4.60% to 12.00%) ... 2,685 2,685
Notes due 1399-2031 (floating)........... ... ... ... ... 752 752
[T 1T 50 50
Enron:
Senior subordinated debentures due 2005-2012............ 350 350
Unamortized debt discount and PremlumM. ..........oosveuunan {41) (46)
Total long-termdebt...... ... vtvnnn e, 9,419 9,425
Minority InLeresSES. ... ...ttt it i et ittt e 2,125 2,125
Company-obligated preferred securities of subsidiaries...... 1,001 1,001
Shareholders' equity
Convertible preferred stock 1,131 1,131
Common StOCK....... ...ttt 6,249 6,249
Retained earnings ......................................... 2,256 2,256
Cumulative forei currency translation adjustment........ (711) (711)
Common stock held in tYeasuUIyY. ... ........ccerveeuennunnnnnn (50) {50)
Other, including Flexible Equity Trust.................... (51) (51)
Total shareholders' equity...........cciiiiiinenn 8,824 8,824
Total capitalization............ ... .., $21,369 $21,375

(a) Subsequent to March 31, 1999, our short-term debt has increased by
approximately $60¢ million, excluding the notes issued April 7, 1999, as a
result of borrowings made under our commercial paper program and uncommitted
credit facilities.

USE OF PROCEEDS
We intend to use the net proceeds from the sale of the notes (estimated to be approximately $492,905,000
after underwriting discounts and expenses) principally to repay short-term indebtedness and for general
corporate purposes. As of May 18, 1993, our weighted average interest rate on the debt to be repaid was
approximately 5.0%.

RATIO OF EARNINGS TO FIXED CHARGES

THREE
MONTHS
ENDED YEAR ENDED DECEMBER 31,
MARCH 31, = ==t ecccceecccccmcmanc e ammmman
1999 1938 1997 1996 1995 1994
Ratio of Earnings to Fixed Charges.......... 2.36 2.08 1.02 3,00 2.92 2.34



DESCRIPTION OF NOTES

We will issue the notes under the indenture referred to in the accompanying prospectus. The following
description and the description in the accompanying prospectus is a summary of the material provisions
of the notes and the indenture. It does not restate the indenture in its entirety. We urge you to read
the indenture because it, and not this description, defines your rights as holders of the notes. We have
filed a copy of the indenture as an exhibit to the registration statement which includes the
accompanying prospectus.

This description of the notes supplements, and, to the extent it is inconsistent, replaces, the
description of the general provisions of the notes and the indenture in the accompanying prospectus. The
notes are "Indenture Securities" as that term is used in the accompanying prospectus.

With certain exceptions and pursuant to certain requirements set forth in the indenture, we may
discharge our obligations under the indenture with respect to the notes as described under "Description
of Debt Securities -- Discharge of Indenture; Defeasance” in the accompanying prospectus. You are urged
to consult your own advisors as to the tax consequences of any such action.

PRINCIPAL, MATURITY AND INTEREST

The notes will mature on May 15, 2019. Although $500,000,000 principal amount of the notes are offered
hereby, we may issue and sell additional principal amount of the notes in the future without the consent
of the holders of the notes. Any additional notes, together with these notes, will constitute a single
series of notes under the indenture.

Interest on the notes will accrue at the rate of 7.375% per year and will be payable semiannually in
arrears on May 15 and November 15 of each year, commencing on November 15, 1999. We will make each
interest payment to the perseon in whose name the notes are registered at the close of business on the

immediately preceding May 1 or November 1, as the case may be, whether or not such date is a business
day.

Interest on the notes will accrue from May 24, 1999 and will be computed on
the basis of a 360-day year comprised of twelve 30-day months.

If any interest payment date, maturity date or redemption date falls on a day that is not a business
day, the payment will be made on the next business day and no interest will accrue for the period from
and after such interest payment date, maturity date or redemption date.

OPTIONAL REDEMPTION

We may redeem some or all of the notes at any time at a price egqual to the
greater of:.

-~ 100% of the principal amount of the notes, or

-~ the sum of the present values of the remaining scheduled payments of
principal and interest on the notes to be redeemed discounted to the
redemption date on a semiannual basis (assuming a 360-day year consisting
of twelve 30-day months) at the applicable Treasury Rate plus 15 basis
points, plus accrued and unpaid interest on the principal amount to the
date of redemption.

We will send to each holder notice of any redempt:ion at least 30 days but not more than 60 days before
the applicable redemption date. Unless we default in payment of the redemption price, no interest shall
accrue for the period from and after such redemption date. If less than all of the notes are to be

redeemed, the Trustee will select the notes (or portions thereof) to be redeemed by such method as the
Trustee shall deem fair and appropriate.

"Treasury Rate" means, with respect to any redemption date, the rate per annum egual to the semiannual

equivalent yield to maturity of the Comparable Treasury Issue, at a price egual tfo the Comparable
Treasury Price.

“"Comparable Treasury Issue" means the United States Treasury security
selected by an Independent Investment Banker as having a maturity comparable to
the remaining term of the notes to be redeemed that
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would be utilized, at the time of selection and in accordance with customary financial practice, in

pricing new issues of corporate debt securities of comparable maturity to the remaining term of the
notes.

"Comparable Treasury Price" means, with regpect to any redemption date, (1) the average of the bid and
asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its principal
amount) on the third business day preceding such redemption date, as set forth in the daily statistical
release (or any succegsor release) published by the Federal Reserve Bank of New York and designated
"Composite 3:30 p.m. Quotations for U.5. Government Securities” or (2) if such release (or any successor
release) is not published or does nct contain such prices on such business day, (A) the average of the
Reference Treasury Dealer Quotations for such redemption date, after excluding the highest and lowest
such Reference Treasury Dealer Quotations, or (B) if the Trustee obtains fewer than four such Reference
Treasury Dealer Quotations, the average of all such gquotations.

"Independent Investment Banker" means an independent investment banking institution of national standing
appointed by the Trustee. The Independent Investment Banker could be one of the underwriters.

"Reference Treasury Dealer" means at least four primary U.S. Government securities dealers as we or the
Trustee shall select. One or two of such securities dealers could be one or twe of the underwriters or
their qualifying affiliates.

"Reference Treasury Dealer Quotations" means, with respect to each Reference Treasury Dealer and any
redemption date, the average, as determined by the Trustee, of the bid and asked prices for the
Comparable Treasury Issue (expressed in each case as a percentage of its principal amount) gquoted in
writing to the Trustee by such Reference Treasury Dealer at 5:00 p.m. on the third business day
preceding such redemption date.

FORM, DENOMINATION AND REGISTRATION; BOOK ENTRY ONLY SYSTEM

The notes will bhe issued only in fully registered form, without coupons, in minimum denominations of
$1,000 and any integral multiple of $1,000 in excess thereof. The notes will be deposited with, or on
behalf of, The Depository Trust Company ("DTC"} or any successor depositary and will be represented by
one or more global notes registered in the name of Cade & Co., as nominee of DTC. The interests of
beneficial owners in the global notes will be represented through financial institutions acting on their
behalf as direct or indirect participants in DTC in the manner described in the accompanying prospectus.

SAME -DAY PAYMENT AND SETTLEMENT

We will make all payments of principal and interest in immediately available funds. Except in the
limited circumstances described in the accompanying prospectus under "Form, Denomination and
Registration; Book Entry Only System," the notes will trade in DTC's same-day funds settlement system
until maturity. Purchases in secondary market trading must therefore be in immediately available funds.

UNDERWRITING

Subject to the terms and conditions set forth in an underwriting agreement between us and the
underwriters named below, we have agreed to sell to each of the underwriters, and the underwriters have

agreed, severally and not jointly, to purchase, the praincipal amount of the notes set forth opposite its
name below:

PRINCIPAL
AMOUNT
UNDERWRITER OF NOTES
Lehman Brothers InC. ...ttt ie ittt ittt et et $250,000, 000
Banc of America Securities LLC............. .. ... uieuunan... 125,000, 000
CIBC World Mazrkets CoOXP. . .tirit it it it ittt 125,000,000

............................................. $500,000, 000

mEsSsss=s===
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Under the terms of the underwriting agreement, the underwriters are
committed to purchase all of the notes if any are purchased.

The underwriters propose initially to offer the notes to the public at the public offering price set
forth on the cover page of this prospectus supplement and to certain dealers at such price less a
concesgion not in excess of .500% of the principal amount of the notes. The underwriters may allow, and
such dealers may reallow, a discount not in excess of .250% of the principal amount of the notes on
sales to certain other brokers and dealers. After the initial public offering, the public offering
price, concession and discount may be changed.

The following table summarizes the compensation to be paid by us to the
underwriters and the estimated expenses payable by us.

PER NOTE TOTAL
Underwriting discount paid by us ...... P .875% $4,375,000
Estimated expenses payable by us ....... et e .020% $ 100,000

The notes are a new issue of securities with no estahlished trading market. We do not intend to apply
for listing of the notes on a national securities exchange. We have been advised by the underwriters
that they intend to make a market in the notes, but the underwriters are not obligated to do so and may
discontinue market-making at any time without notice. No assurance can be given as to whether or not a
trading market for the notes will develop or as to the liquidity of any trading market for the notes
which may develop.

The underwriters may engage in over-allotment, stabilizing transacticns, syndicate covering transactions
and penalty bids in accordance with Regulation M under the Securities Exchange Act of 1934. Over-
allotment involves syndicate sales in excess of the offering size, which creates a syndicate short
position. Stabilizing transactions permit bids to purchase the underlying security so long as the
stabilizing bids do not exceed a specified maximum. Syndicate covering transactions involve purchases of
the notes in the open market after the distribution has been completed in order to cover syndicate short
positions. Penalty bids permit the underwriters to reclaim a selling concession from a syndicate member
when the notes originally sold by such syndicate member are purchased in a syndicate covering
transaction to cover syndicate short positions. Such stabilizing transactions, syndicate covering

transactions and penalty bids may cause the price of the notes to be higher than it would otherwise be
in the absence of such transactions.

Neither we nor the underwriters make any representation or prediction as to the direction or magnitude
of any effect that the transactions described above may have on the price of the noctes. In addition,
neither we nor the underwriters make any representation that the underwriters will engage in such
transactions or that such transactions, once commenced, will not be discontinued without notice.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under

the Securaties Act of 1933, or to contribute to payments the underwriters may be regquired to make in
regpect thereof.

The underwriters or their respective affiliates have engaged, are engaging in and may in the future
engage in commercial banking, investment banking and/or financial advisory services with us and our
affiliates for which they receive customary compensation and expense reimburgement.

VALIDITY OF THER NOTES

The validity of the notes will be passed upon for us by James V. Derrick, Jr., our Senior Vice President
and General Counsel. Mr. Derrick owns substantially less than 1% of our outstanding shares of common
stock. The validity of the notes will be passed upon for the underwriters by Bracewell & Patterson,
L.L.P. Bracewell & Patterson, L.L.P. currently provides services for us and certain of our subsidiaries
and affiliates as outside counsel on matters unrelated to the issuance of the notes.

s-6



PROSPECTUS
[ENRON LOGO]

DEBT SBCURITIES
PREFERRED STOCK
COMMON STOCK

ENRON CORP.
1400 Smith Street

Houston, Texas 77002
(713) 853-6161

We will provide specific terms of these securities in supplements to this prospectus. This prospectus
may not be used to consummate sales of these securities unless accompanied by a prospectus supplement.

Neither the SEC nor any state securities commission has approved these securities or determined if this
prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

R R PO

February 5, 1993
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WHERE YOU CAN FIND MORE INFORMATION
We file annual, quarterly and special reports, proxy statewments and other information with the SEC. Our

SEC filings are available to the public over the Internet at the SEC's web site at http://www.sec.gov.

You ma

y also read and copy any document we file at the SEC's public reference rooms in Washington, D.C.,

New York, New York and Chicago, Illinois. Please call the SEC at 1-800-SEC-0330 for further information
on the public reference rooms.

Reports, proxy statements and other information concerning Enron can alsc be inspected and copied at the
offices of the New York Stock Exchange at 20 Broad Street, New York, New York 10005, the offices of the

Midwes
Pacifi

t Stock Exchange at 120 South LaSalle Street, Chicage, Illinois 60803, and the offices of the
c Stock Exchange at 301 Pine Street, San Francisco, California 94014.

The SEC allows us to "incorporate by reference" the information we file with them, which means that we

can di
incorp
with €
docume
15(d)

sclose important information to you by referring you to those documents. The information

orated by reference is an important part of this prospectus, and information that we file later
he SEC will automatically update and supersede this information. We incorporate by reference the
nts listed below and any future filings made with the SEC under Sections 13{a), 13{(c), 14, or

of the Securities Exchange Act of 1934 until we sell all of the securities.

Annual Report on Form 10-K for the fiscal year ended December 31, 1997;

Quarterly Reports on Form 10-Q for the quarters ended March 31, 1998,
June 30, 1598 and September 30, 1998;

Current Reperts on Form 8-K filed March 19, 1998, October 16, 1998 (as

amended by Form 8-K/A filed on November 6, 19%8) and January 26, 1999;
and

The descripticn of Enron's capital stock set forth in Enren's
Registration Statement on Form 8-B filed on July 2, 1997.

You may request a copy of these filings at no cost, by writing or
telephoning us at the following address:

Secretary Divisicn, Enron Corp.
1400 Smath Street

Houston, Texas 77002

(713} 8S3-6161

You should rely only on the information incorporated by reference or provided in this prospectus or any
prospectus supplement. We have not authorized anyone else to provide you with different information. We
are not making an offer of these securities in any state where the offer is not permitted. You should
not assume that the information in this prospectus or any prospectus supplement is accurate as of any
date other than the date on the front of those documents.
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BUSINESS OF ENRON

Enron is an integrated natural gas and electricity company headquartered in Houston, Texas. Enron's
operations are conducted through its subsidiaries and affiliates which are principally engaged in the
exploration for and productien of natural gas and crude oil in the United States and internationally;
the transportation of natural gas through pipelines to markets throughout the United States; the
generaticn and transmigsion of electricity to markets in the northwestern United States; the marketing
of natural gas, electricity and other commodities and related risk management and finance services

worldwide; and the development, construction and operation of power plants, pipelines and other energy
related assets worldwide.

CORE BUSINESSES

Exploration and Production

Enron's natural gas and crude oil exploration and production operations are conducted by Enron 0Qil & Gas
Company ("EOG"). Enron currently owns a majority of the outstanding common stock of EOG. EOG is an
independent (non-integrated) oil and gas company engaged in the exploration for, and development,
production and marketing of, natural gas and crude oil primarily in major producing basins in the United
States, as well as in Canada, Trinidad and India. At December 31, 1998, EOG's estimated net proved
reserves were 5.9 trillion cubic feet equivalent, including 1.18 trillion cubic feet of proved
undeveloped methane reserves in the Big Piney deep Paleozoic formations. At such date, approximately 53%
of EOG's reserves (on a natural gas equivalent basis) were located in the United States, 9% in Canada,
18% in Trinidad, 18% in India and 2% in other countries. EOG'S reserves were 89% natural gas and 11%
crude o0il and other. As previously reported in December 1998, Enron received an unsolicited indication
of interest from a third party with respect to exploring a possible transaction pursuant to which the
third party would acquire Enron's shares of EOG common stock and offer to acquire the remaining shares
of outstanding EOG common stock. Although Enron currently intends to actively explore alternative
transactions for its EOG common stock including the unsolicited indication of interest, there can be no
assurance that any such transaction will be pursued or, if pursued, will be consummated.

Trangportation and Distribution

ron's transportation and distribution business is comprised of Enron's North American interstate

natural gas transportation systems and 1ts electricity transmission and distribution operations in
Oregon.

Interstate Transmission of Natural Gas. Included in Enron's domestic interstate natural gas pipeline
operations are Northern Natural Gas Company ("Northern"), Transwestern Pipeline Company ({*Transwestern™)
and Florida Gas Transmission Company ("Florida Gas") (indirectly 50% owned by Enron). Northern,
Transwestern and Florida Gas are interstate pipelines and are subject to the regulatory jurisdiction of
the Federal Energy Regulatory Commission. Each pipeline serves customers in a specific geographical
area: Northern, the upper Midwest; Transwestern, principally the California market and pipeline
interconnects on the east end of the Transwestern system; and Florida Gas, the State of Florida. In
addition, Enron holds an interest in Northern Border Partners, L.P., which owns a 70% interest in the
Northern Border Pipeline system. An Enron subsidiary operates the Northern Border Pipeline system, which
transports gas from Western Canada to delivery points in the midwestern United States.

Electricity Transmission and Distribution Operations. Enron's electric utility operations are conducted
through its wholly-owned subsidiary, Portland General Electric Company ("PGE"). PGE is engaged in the
generaticn, purchase, transmission, distribution and sale of electricity in the State of Oregon. PGE
alsoc sells energy to wholesale customers throughcut the western United States. PGE's Oregon service area
is approximately 3,170 square miles. At December 31, 1998, PGE served approximately 704,000 customers.

Wholesale Energy Operations and Services

Enron's wholesale energy operations and services business operates in North America, Europe and evolving
energy markets in developing countries. Activities are conducted primarily by Enron Capital & Trade

Resources and Enron International. These businesses provide integrated energy-related products and
services
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to wholesale customers worldwide. Wholesale energy operations and services can be categorized into two
business lines: (a) Commodity Sales and Services and (b) Energy Assets and Investments.

Commodity Sales and Services. The commodity sales and services operations include the purchase, sale,
marketing and delivery of natural gas, electricity, liquids and other commodities. restructuring of
existing long-term contracts and the management of Enron's commodity portfoliocs. In addition, Enron
provides risk management products and services to energy customers that hedge movements in price and
location-based price differentials. Enron's risk management products and services are designed to
provide stability to customers in markets impacted by commodity price volatility. Alsc included in this
business is the management of certain operating assets that directly relate to this business, including
domestic intrastate pipeslines and storage facilities.

Energy Assets and Investments. In the energy assets and investments business, Enron manages and operates
a large portfolic of energy assets and offers financing alternatives to customers. Activities include
developing, constructing, owning and operating energy infrastructure not directly tied to commodity

marketing, including power plants and pipelines. Enron also provides capital to energy customers seeking
debt or equity financing.

RETAIL ENERGY SERVICES

Enron Energy Services is a nationwide provider of energy outsource products to U.S. business customers.
This includes sales of natural gas and electricity and energy management services directly to commercial
and light industrial customers, as well as investments in related businesses. Enron Energy Services
provides end-users with a broad range of energy products and services at competitive prices.

NEW BUSINESS
Azurix

In July 1998, Enron formed Azurix Corp. to pursue opportunities in the global water business. As a key
step in establishing this new business, Azurix Europe, an indirect, wholly owned subsidiary of Azurix
Corp., acgquired all of the outstanding ordinary share capital of Wessex Water Plc ("Wessex"), a water
and wastewater services company based in southwestern England. In December 1998, as part of
restructuring the financing for the Wessex acquisition, Enron became a S0% indirect owner of Azurix
Corp.

USE OF PROCEEDS
The net proceeds from the sale of the offered securities will be added to our general funds and will be

used to repay debt and for general corporate purposes. Other uses may be stated in a prospectus
supplement.
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RATIO OF EARNINGS TO FIXED CHARGRS
AND BARNINGS TO PIXED CHARGRS AND PREPERRED STOCK DIVIDENDS

NINE MONTHS

ENDED YEAR ENDED DECEMBER 31,
SEPTEMBER 30, -~--cccmc-cermnsccsnacccccucacanan
1998 1997 1996 1995 1994 1993
Ratio of Barnings to Fixed Charges............ 2.19 1.02 3.00 2.92 2.34 1.98
Ratio of Earmings to Fixed Charges and
Preferred Stock Dividends............ .00 2.13 (a) 2.85 2.76 2.25 1.89

(a) For the year ended December 31, 1997, earmings were inadequate to cover
combined fixed charges and preferred stock dividends by $6 million.

The ratios of earnings to fixed charges and preferred stock dividends are
based on continuing operations. "Earnings" is determined by adding:

- the pre-tax income of Enron and its majority owned subsidiaries,

- Enron's share of pre-tax income of its 50% owned companies,

- any income actually received from less than 50% owned companies, and
- fixed charges, net of interest capitalized.

"Fixed Charges" represent (1) interest (whether expensed or capitalized), (2) amortization of debt
discount and expense and (3) that portion of rentals considered to be representative of the interest
factor. "Fixed Charges and Preferred Stock Dividends" represent fixed charges (as described above) and
preferred stock dividend requirements of Enron and its majority owned subsidiaries.

DESCRIPTION OF DEBT SECURITIES

The following description highlights the general terms and provisions of the debt securities. When debt
securities are offered in the future, the prospectus supplement will explain the particular terms of
those securities and the extent to which these general provisions may apply.

The debt securities will be secured or unsecured obligations of Enron. Any unsecured obligations will be
issued under an "Indenture" between Enron and Harris Trust and Savings Bank, as Trustee, dated as of
November 1, 1985, as supplemented. Any secured obligations will be issued under a separate indenture,
which will be described in the prospectus supplement relating to those debt securities.

We have summarized selected provisions of the Indenture below. The summary is not complete. The form of
the Indenture has been filed as an exhibit to the registration statements and you should read the
Indenture for any provisions that may be important to you. In the summary below, we have included
references to section numbers of the Indenture so that you can easily locate these provisions.
Capitalized terme used in the summary have the meanings specified in the Indenture.

GENERAL

The Indenture does not limit the principal amount of unsecured debentures, notes or other obligations of
Enron (the "Indenture Securities") which we may issue from time to time in one or more series, and we
may issue additional Indenture Securities (in addition to the debt securities) in the future under the
Indenture. At February 1, 1999, we had approximately $3,542,200,000 principal amount of Indenture
Securities issued and outstanding under the Indenture.

5
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A prospectus supplement relating to any series of debt securities being offered will include specific
terms relating to the offering. These terms will include some or all of the following:

- The title of the debt securities;
- The total principal amount of the debt securities;
- The date on which the principal of the debt securities is payable;

- The interest rate which the debt securities will bear and the interest
payment dates for the debt securities;

- The place where the principal of (and premium, 1f any) and interest on
debt securities will be payable;

- Any optional redemption periods and the terms of that option;

- Any sinking fund or other provisions that would obligate us to repurchase
or otherwise redeem the debt securities;

- Any trustees, paying agents, transfer agents or registrars with respect
to debt securities; and

- Any other terms of the debt securities. (Section 301.)
LIMITATIONS ON MORTGAGES AND LIENS

The Indenture provides that sc long as any of the Indenture Securities {including the debt securities)
are outstanding, Envon will not, and will not permit any Subsidiary to, pledge, mortgage or hypothecate,
or permit to exist, except in favor of Enron or any Subsidiary, any mortgage, pledge or other lien upon,
any Principal Property at any time owned by it, to secure any indebtedness (as defined in the
Indenture), unless effective provision is made whereby outstanding Indenture Securities (including the
debt securities) will be equally and ratably secured with any and all guch indebtedness and with any

other indebtedness similarly entitled to be equally and ratably secured. This restriction does not apply
to prevent the creation or existence of:

- Mortgages, pledges, liens or encumbrances on any property held or used by
Enron or a Subsidiary in comnection with the exploration for, development
of or production of, oil, gas, natural gas (including liquified gas and
storage gas), other hydrocarbons, helium, coal, metals, minerals, steam,
timber, geothermal or other natural resources or synthetic fuels, such
properties to include, but not be limited to, Enron's or a Subsidiary's
interest in any mineral fee interests, oil, gas or other mineral leases,
royalty, overriding royalty or net profits interests, production payments
and other similar interests, wellhead production equipment, tanks, field
gathering lines, leasehold or field separation and processing facilities,
compression facilities and other similar personal property and fixtures;

- Mortgages, pledges, liens or encumbrances on oil, gas, natural gas
(including liquified gas and storage gas), other hydrocarbons, helium,
coal, metals, minerals, steam, timber, geothermal or other natural
resources or synthetic fuels produced or recovered from any property, an
interest in which i1s owned or leased by Enron or a Subsidiary;

- Mortgages, pledges, liens or encumbrances (or certain extensions,
renewals or refundings thereof) upon any property acquired before or
after the date of the Indenture, created at the time of acquisition or
within one year thereafter to secure all or a portion of the purchase
price thereof, or existing thereon at the date of acquisition, whether or
not assumed by Enron or a Subsidiary, provided that every such mortgage,

pledge, lien or encumbrance applies only to the property sc¢ acquired and
fixed improvements thereon;

- Mortgages, pledges, liens or encumbrances upon any property acquired
before or after the date of the Indenture by any corporation that is or
becomes a Subsidiary after the date of the Indenture ("Acquired Entity"),
provided that every such mortgage, pledge, lien or encumbrance (1) shall
either (a) exist prior to the time the Acquired Entity becomes a
Subsidiary or (b) be created at the time the Acquired Entity becomes a
Subsidiary or within cne year thereafter to secure all or a portion of
the acquisation praice thereof and (2) shall only apply to those
properties owned by the Acquired Entity at

[
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the time it becomes a Subsidiary or thereafter acquired by it from
sources other than Enron or any other Subsidiary;

- Pledges of current assets, in the ordinary course of business, to secure
current laabilities;

- Deposits to secure public or statutory cbligations;

- Liens to secure indebtedness other than Funded Debt (as defined in the
Indenture and herein);

- Mortgages, pledges, liens or encumbrances upon any office, data
processing or transportation equipment;

- Mortgages, pledges, liens or encumbrances created or assumed by Enron or
a Subsidiary in connection with the issuance of debt securities the
interest on which is excludable from gross income of the holder of such
security pursuant to the Internal Revenue Code of 1986, as amended, for
the purpoge of financing the acquisition or construction of property to
be used by Enron or a Subsidiary;

- Pledges or assignments of accounts receivable or conditiocnal sales
contracts or chattel mortgages and evidences of indebtedness secured
thereby, received in connection with the sale by Enron or a Subsidiary of
goods or merchandise to customers; or

- Certain other liens or encumbrances. (Section 1007.)
Notwithstanding the foregoing, Enron or a Subsidiary may issue, assume or guarantee indebtedness secured
by a mortgage which would otherwise be subject to the foregeing restrictions in an aggregate amount
which, together with all other indebtedness of Enron or a Subsidiary secured by a mortgage which (if
originally issued, assumed or guaranteed at such time) would otherwise be subject to the foregoing
restrictions (not including secured indebtedness permitted under the foregoing exceptions), does not at
the time exceed 10% of the Consolidated Net Tangible Assets (total assets less (a) total current
liabilities, excluding indebtedness due within 12 months, and (b) goodwill, patents and trademarks) of
Enron, as shown on the audited consolidated financial statements of Enron as of the end of the fiscal
year preceding the date of determination. (Section 1007.)

The holders of at least 50% in principal amount of the outstanding Indenture Securities under the
Indenture (including the debt securities) may waive compliance by Enron with the covenant contained in
Section 1007 of the Indenture (and certain other covenants of Enron). (Section 1005.)

"Subsidiary" is defined to mean a corporation all of the voting shares (that is, shares entitled to vote
for the election of directors, but excluding shares entitled so to vote only upon the happening of some
contingency unless such contingency shall have occurred) af which shall be owned by Enron or by one or
more Subsidiaries or by Enron and one or more Subsidiaries. The term "Principal Property" 1s defined to
mean any oil or gas pipeline, gas processing plant or chemical plant located in the United States,
except any such property, pipeline or plant that in the opinion of the Board of Directors of Enron is
not of material importance to the total business conducted by Enron and its Subsidiaries. "Principal
Property" does not include any oil or gas property or the production or any proceeds cof production from
an oil or gas producing property or the production or any proceeds of production of gas processing
plants or oil or gas or petroleum products in any pipeline. (Section 101.)

The term "indebtedness", as applied to Enron or any Subsidiary, is defined
to mean bonds, debentures, notes and other instrumentsg representing obligations
created or assumed by any such corporation for the repayment of money borrowed
(other than unamortized debt discount or premium). All indebtedness secured by a
lien upon property owned by Enron or any Subsidiary and upon which indebtedness
any such corporation customarily pays interest, even though such corporation has
not assumed or become liable for the payment of such indebtedness, 1s also
deemed to be indebtedness of any such corporation. All indebtedness for money
borrowed incurred by other persons which is directly guaranteed as to payment of
principal by Enron or any Subsidiary i1s for all purposes of the Indenture deemed
to be indebtedness of any such corporation, but no other contingent obligation
of any such corporation in respect of indebtedness incurred by other persons is
for any purpose deemed indebtedness of such corporation. Indebtedness of Enron
or any Subsidiary does not include
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(1) amounts which are payable only out of all or a portion of the oil, gas, natural gas, helium, coal,
metals, minerals, steam, timber or other natural resources produced, derived or extracted from
properties owned or developed by such corporation; (2) any amount representing capitalized lease
obligations; (3) any indebtedness incurred to finance oil, gas, natural gas, helium, coal, metals,
minerals, steam, timber, hydrocarbons or geothermal or other natural resources or synthetic fuel
exploration or development, payable, with respect to principal and interest, solely out of the proceeds
of 0il, gas, natural gas, helium, cecal, metals, minerals, steam, timber, hydrocarbons or geothermal or
other natural resources or synthetic fuel to be produced, sold and/or delivered by Enron or any
Subsidiary; (4) indirect guarantees or other contingent obligations in connection with the indebtedness
of others, including agresments, contingent or otherwise, with such other persons or with third persons
with respect to, or to permit or ensure the payment of, obligations of such other persons, including,
without limitation, agreements to purchase or repurchase obligations of such other persons, agreements
to advance or supply funds to or to invest in such other persons or agreements to pay for property,
products or services of such other persons (whether or not conferred, delivered or rendered) and any
demand charge, throughput, take-or-pay, keep-well, make-whole, cash deficiency, maintenance of working
capital or earnings or similar agreements; and (5) any guarantees with respect to lease Or other similar
periodic payments to be made by other persons. (Section 101.}

"Funded Debt" as applied to any corporation means all indebtedness incurred, created, assumed or
guaranteed by such corporation, or upon which it customarily pays interest charges, which matures, or is
renewable by such corporation to a date, more than one year after the date as of which Funded Debt is
being determined; provided, however, that the term "Funded Debt" shall not include (1) indebtedness
incurred in the ordinary course of business representing borrowings, regardless of when payable, of such
corporation from time to time againat, but not in excess of the face amount of, its installment accounts
receivable for the sale of appliances and equipment scold in the regular course of business or (2)
advances for construction and security deposits received by such corporation in the ordinary course of
business. (Section 101.)

The foregoing limitations on mortgages, pledges and liens are intended to limit other creditors of Enron
from obtaining preference or priority over holders of the Indenture Securities issued under the
Indenture, but are not intended to prevent other creditors from sharing equally and ratably and without
preference ("pari passu') over the holders of such Indenture Securities. While such limitations on
mortgages and liens do provide protection to the holders of the Indenture Securities, there are a number
of exceptions to such restrictions which could result in certain assets of Enron and its Subsidiaries
being encumbered without equally and ratably securing the Indenture Securities issued under the
Indenture. Specifically, the restrictions apply only to pledges, mortgages or liens upon "Principal
Property" (as defined in the Indenture and herein) to secure any "indebtedness” (as defined in the
Indenture and herein), unless effective provision is made whereby outstanding Securities will be equally
and ratably secured with any such indebtedness and with any other indebtedness similarly entitled to be
equally and ratably secured. There are certain exceptions to the definition of "indebtedness," which are
enumerated in the Indenture and herein. In addition, the restrictions do not apply to prevent the
Ccreation or existence of mortgages, pledges, liens or encumbrances on certain types of properties or
pursuant to certain types of transactions, all as enumerated in the Indenture and above. Also, up to 10%
of Consclidated Net Tangible Assets (as defined in the Indenture and herein) is not subject to the
mortgage and lien limitations contained in the Indenture.

Unless otherwise indicated in a Prospectus Supplement, the covenants contained in the Indenture and the
Indenture Securities would not necessarily afford holders of the Indenture Securities protection in the
event of a highly leveraged or other transaction involving Enron that may adversely affect holders.

MODIFICATION OF THE INDENTURE

With certain exceptions, the Indenture provides that Enron and the Trustee
may modify the Indenture or the rights of the holders of Indenture Securities if
they have the consent of the holders of at least 50% in principal amount of all
outstanding Indenture Securities affected thereby. However, no modification of
the principal or interest payment terms, no mecdification of provisions
concerning waivers of past defaults or waivers of certain covenants, and nc
modification reducing the percentage required for any modifications, is
effective against any holder without its consent. (Sectaon 902.)

8
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EVENTS OF DEFAULT AND RIGHTS UPON DEFAULT

“"Bvent of Default" means any one of the following with respect to any
gseries of Indenture Securities:

{a) failure to pay interest on any Indenture Security of that series
for 30 days;

{b) failure to deposit any sinking fund payment for 390 days;

{c) failure to pay the principal or any premium on any Indenture
Security of that series when due;

(d) failure to perform any cther covenant in the Indenture for 60 days
after being given written notice by the Trustee or the helders of at least
25% in principal amount of all outstanding Indenture Securities; or

(e) certain events in bankruptcy, receivership or other insolvency
proceedings or an assignment for the benefit of creditors. (Section 501.)

An Event of Default for a particular series of Indenture Securities does not necessarily constitute an
Event of Default for any other series of Indenture Securities issued under the Indenture. A default
under other indebtedness of Enron is not an Event of Default under the Indenture.

If an Event of Default for any series of Indenture Securities occurs and continues, the Trustee or the
holders of at least 25% in principal amount of the outstanding Indenture Securities of that series may
declare the principal amount of all of the Indenture Securities of that series to be due and payable
immediately. If an Event of Default described in clause (d) or (e) of the foregoing paragraph occurs and
is continuing, the Trustee or the holders of at least 25% in principal amount of all of the Indenture
Securities then outstanding may declare the principal amount of all of the Indenture Securities to be
due and payable immediately. (Section 502.) If this happens, subject to certain conditions, the holders
of a majority of the aggregate principal amount of the outstanding Indenture Securities of that series
for of all series, as the case may be) may rescind and annul such declaration and its consegquences, if,
subject to gertain cenditions, all Events of Default with respect to Indenture Securities of that series
(or of all series, as the case may be), other than the non-payment of the principal of the Indenture
Securities due solely by such declaration of acceleration, have been cured or waived and all payments
due (other than by acceleration) have been paid or deposited with the Trustee. With certain exceptaons,
the holders of not less than a majority in principal amount of the outstanding Indenture Securities of
any series, on behalf of the holders of all the Indenture Securities of such series, may waive any past
default described in clause (a), (b) or (c) of the first paragraph under this subheading (or, in the
case of a default described in clause (d) or (e) of such paragraph, the holders of a majority in
principal amount of all outstanding Indenture Securities may waive any such past default) and its
consequences, except a default (1} in the payment of the principal of (or premium, if any) or interest
on any Indenture Security, or (2) in respect of a covenant or provision of the Indenture which under the
Indenture cannot be modified or amended without the consent of the holder of each outstanding Indenture
Security of such series affected. (Section 513.)

DISCHARGE OF INDENTURE; DEFEASANCE

With certain exceptions, we will be discharged from our obligations under the Indenture with respect to
any series of Indenture Securities by either paying or causing to be paid the principal of, premium, if
any, and interest on all of the Indenture Securities of such series outstanding, as and when the same
shall become due and payable, or delivering to the Trustee all outstanding Indenture Securities of such
series for cancellation. (Section 401.)

In addition, we will be discharged if at any time we defease the Indenture Securities of a series by
depositing in escrow or trust with the Trustee sufficient cash and/or Government Obligations and/or
Eligaible Obligations to pay the principal of, premium, if any, and intereat on the Indenture Securities
of that series to the stated maturity date or a redemption date for the Indenture Securities of that
series. If that happens, payment of the Indenture Securities of such series may not be accelerated

because of an event specified as a default or Event of Default with respect to such Indenture
Securities, and the holders of the Indenture
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Securities of such series will not be entitled to the benefits of the Indenture, except for registration

of transfer and exchange of Indenture Securities and replacement of lost, stoclen or mutilated Indenture
Securities.

The Indenture defines "Eligible Securities" to maan interest bearing obligations as a result of the
deposit of which the Indenture Securities are rated in the highest generic long-term debt rating
category assigned to defeased debt by one or more nationally recognized rating agencies.

Under Federal income tax law as of the date of this prospectus, a discharge may be treated as an
exchange of the related debt securities. Each holder might be reguired to recognize gain or loss equal
to the difference between the holder's cost or other tax basis for the debt securities and the value of
the holder's interest in the trust. Holders might be required to include as income a different amount
than would be includable without the discharge. Prospective investors are urged to consult their own

advisors as to the tax consequences of a discharge, including the applicability and effect of tax laws
other than Federal income tax law.

FORM, DENOMINATION AND REGISTRATION; BOOK ENTRY ONLY SYSTEM

Unless otherwise indicated i1n a prospectus supplement, the debt securities will be issued only in fully
registered form, without coupons, in denominations of $1,000 or integral multiples thereof. (Section
302.) You will not have to pay a service charge to transfer or exchange debt securities, but we may

require you to pay for taxes or other governmental charges due upon a transfer or exchange. (Section
305.)

Unless otherwise indicated in a prosgpectus supplement, each series of Indenture Securities will be
deposited with, or on behalf of, The Depcsitory Trust Company ("DTC") or any successor depositary {(the
"Depositary”) and will be represented by cne or more Global Notes registered in the name of Cede & Co.,
as nominee of DTC. The interests of beneficial owners in the Global Notes will be represented through
financial institutions acting on their behalf as direct or indirect participants in DTC.

Ownership of beneficial interests in a Global Note will be limited to perscns who have accounts with DTC
("participants") or persons who hold interests through participants. Ownership of beneficial interests
in the Global Notes will be shown on, and the transfer of these ownership interests will be effected
only through, records maintained by DTC or its nominee (with respect to interesgts of participants) and
the records of participants (with respect to interests of persons other than participants).

So long as DTC, or its nominee, is the registered owner or holder of a Glocbal Note, DTC or such nominee,
as the case may be, will be considered the sole owner or holder of the Indenture Securities of that
series represented by such Global Note for all purposes of the Indenture, the Indenture Securities of
that series and applicable law. In addition, no beneficial owner of an interest in a Global Note will be

able to transfer that interest except in accordance with DTC's applicable procedures (in addition to
thoge under the Indenture).

Payments on Indenture Securities represented by Glcbal Notes will be made to DTC or its nominee, as the
registered owner thereof. Neither we, the Trustee, any underwriter nor any paying agent will have any
responsibility or liability for any aspect of the records relating to or payments made on account of
beneficial ownership interests in Global Notes, for maintaining, supervising or reviewing any records
relating to such beneficial ownership interests or for any action taken or omitted to be taken by the
Depositary or any participant.

We expect that DTC or its nominee will credit participants' accounts on the payable date with payments
in respect of a Global Note in amounts proportionate to their respective beneficial interest in the
principal amount of such Global Note as shown on the records of DTC or its nominee, unless DTC has
reason to believe that it will not receive payment on the payable date. We also expect that payments by
participants to owners of beneficial interests ain such Global Note held through such participants will
be governed by standing instructions and customary practices, as is now the case with securities held

for the accounts of customers registeraed in "street name." Such payments will be the responsibility of
such participants.
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Transfers between participants in DTC will be effected in accordance with DTC rules. The laws of some
states require that certain persons take physical delivery of securities in definitive form.
Consequently, the ability to transfer beneficial interests in a Global Note to such persons may be
impaired. Because DTC can only act on behalf of participants, who in turn act on behalf of others, such
as securities brokers and dealers, banks and trust companies ("indirect participants®), the ability of a
person having a beneficial interest in a Global Note to pledge such interest to persons or entities that
do not participate in the DTC system, or otherwise take actions in respect of such interest, may be
impaired by the lack of a physical cextificate of such interest.

We believe it 1s the policy of DTC to take any action permitted to be taken by a holder of Indenture
Securities of a series only at the direction of one or more participants to whose account interests in
Global Notes are credited and only in respect of such portion of the aggregate principal amount of the
Indenture Securities of a series as to which such participant or participants has or have given such
direction.

If (1) the Depositary notifies us that 1t is unwilling or unable te continue as Depositary or if the
Depositary ceases to be eligible under the Indenture and a successor depositary is not appointed by us
within 90 days or (2) an event of default with respect to a series of Indenture Securities shall have
occurred and be continuing, the respective Global Notes representing the affected series of Indenture
Securities will be exchanged for Indenture Securities in definitive form of like tenor and of an egqual
aggregate principal amount, in authorized denominations. Such definitive Indenture Securities shall be
registered in such name cor names as the Depositary shall instruct the Trustee. Such instructions will
most likely be based upon directions received by the Depositary from participants with respect to
ownership of beneficial interests in Global Notes.

DTC has advised us as follows: DTC is a limited-purpose trust company organized under the New York
Banking Law, a "banking organization" within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a "clearing corporation" within the meaning of the New York Uniform Commercial
Code and a “clearing agency" registered pursuant to the provisions of Section 17A of the Exchange Act.
DTC holds securities that its participants deposit with DTC and facilitates the settlement among
participants of securities transactions, such as transfers and pledges, in deposited securities through
electronic computerized book-entry changes in participants' accounts, thereby eliminating the need for
physical movement of securities certificatesg. Direct participants include securities brokers and
dealers, banks, trust companies, clearing corporations and certain other organ:zations. DTC is owned by
a number of its direct participants, including those who may act as underwriters of our Indenture
Securities, and by the New York Stock Exchange, Inc., the American Stock Bxchange, Inc. and the National
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such as
indirect participants that clear through or maintaln a custedial relationship with a direct participant,

either dizectly or indirectly. The rules applicable to DTC and its participants are on file with the
SEC.

DTC has further advised us that management of DTC is aware that some computer applications, systems, and
the like for processing data that are dependent upon calendar dates, including dates before, on, and
after January 1, 2000, may encounter "Year 2000 problems." DTC has informed its participants and other
members of the financial community that 1t has developed and i1s implementing a program so that its
systems, as the same relate to the timely payment of distributions (including praincipal and interest
payments) to Ssecurity holders, book-entry deliveries, and settlement of trades within DTC, continue to
function appropriately. This program includes a technical assessment and a remediation plan, each of
which DTC reports is complete. Additionally, DTC's plan includes a testing phase, which DTC expects to
be completed within appropriate time frames.

However, DTC's ability to perform properly 1its services is also dependent upon other parties, including
but not limited to issuers and their agents, as well as the DTC's direct and indirect parxticipants and
third party vendors from whom DTC licenses software and hardware, and third party vendors on whom DTC
relies for information or the provision of services, including telecommunication and electriacal utility
service providers, among others. DTC has informed the industry that it is contacting (and will continue
to contact) third party vendors from whom DTC acquires services to: (1) impress upon them the importance

of such services being Year 2000 compliant; and (2) determine the extent of their efforts for Year 2000
remediation (and, as
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appropriate, testing) of their services. In addition, DTC 18 in the process of
developing such contingency plans as it deems appropriate.

According to DTC, the foregoing information with respect to DTC has been provided to the industry for
informational purpeses only and is not intended to serve as a representation, warranty, or contract
modification of any kind.

Although DTC has agreed to the foregoing procedures in order to facilitate transfers of interests in
Global Notes among participants of DTC, it is under no obligation to perform or continue to perform such
procedures, and such procedures may be discontinued at any time. Neither we, the Trustee, any
underwriter nor any paying agent will have any responsibility for the performance by DTC or 1ts
participants or indirect participants of their respective cbligations under the rules and procedures
governing their operations.

CONCERNING THE TRUSTEE

Harris Trust and Savings Bank is the Trustee under the Indenture. The bank also may act as a depository
of funds for, make loans to, and perform other services for, Enron in the normal course of business,
including acting as trustee under other indentures of Enron. The corporate trust office of the Trustee
15 located at 311 West Monroe, Chicago, Illinois, 60690.

The holders of a majority in principal amount of the ocutstanding securities issued under the Indenture
will have the right to direct the time, method and place of conducting any proceeding for exercising any
remedy available to the Trustee, subject to certain exceptions. The Indenture provides that if an Event
of Default occurs (and it is not cured), the Trustee will be required, in the exercise of its power, to
use the degree of care of a prudent person in the conduct of such person's own affairs. Subject to such
provisions, the Trustee will be under no obligation to exercise any of its rights or powers under the
Indenture at the request of any holder of securities issued under the Indenture, unless such holder
shall have offered to the Trustee security and indemnity satisfactory to it against any loss, liability
or expense, and then only to the extent required by the terms of the Indenture. The Trustee may resign
from its duties with respect to the Indenture at any time or may be removed by Enron. If the Trustee
resigns, is removed or becomes incapable of acting as Trustee or a vacancy occurs in the office of the

Trustee for any reason, a successor Trustee shall be appointed in accordance with the provisions of the
Indenture. {Article Six.)

The Indenture contains the provisions required by the Trust Indenture Act of 1939 with reference to the
disqualification of the Trustee if it shall have or acquire any "conflicting interest", as therein
defined. (Section 608.) The Indenture also contains certain limitations on the raight of the Trustee, as
a creditor of Enron, to obtain payment of claims in certain cases, or to realize on certain property
received by it in respect of any such claims, as security or otherwise. (Section 613.)

DESCRIPTION OF CAPITAL STOCK
AUTHORIZED AND OUTSTANDING CAPITAL STOCK

At January 29, 1999, the authorized capital stock of Enron was 616,500,000
shares, consisting of:

(a}) 16,500,000 shares of preferred stock, no par value, of which:

- 1,319,597 shares of Cumulatave Second Preferred Convertible Stock
were outstanding;

- 35.568509 shares of 9.142% Perpetual Second Preferred Stock were
issued and are held by an Earon subsidiary;

- 250,000 shares of Series A Junior Voting Convertible Preferred
Stock were issued and held by an Enron subsidiary;

- 204,800 shares of Mandatorily Convertible Single Reset Preferred
Stock, Series A, were issued and held by an Enron subsidiary; and
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- 83,000 shares of Mandatorily Convertible Single Reset Preferred
Stock, Series B, were issued and held by an Enron subsidiary;

(b) 600,000,000 shares of common stock, of which 332,354,383 shares
were outstanding.

COMMON STOCK

Enron is authorized to issue up to 600,000,000 shares of Enron common stock. The holders of Enrcn common
stock are entitled to one vote for each share on all matters submitted to a vote of shareholders and do
not have cumulative voting rights in the election of directors. The holders of Enron common stock are
entitled to receive ratably such dividends, if any, as may be declared by the Board of Directors of
Enron out of legally available funds subject to the rights of any preferred stock. In the event of
liguidation, dissolution or winding up of Enron, the holders of Enron common stock are entitled to share
ratably in all assets of Enron remaining after provision for payment of liabilities and satisfaction of
the liquidation preference of any shares of Enron preferred stock that may be outstanding. The holders
of Enron common stock have no preemptive, subscrapticn, redemption or conversion rights. The rights,
preferences and privileges of holders of Enron common stock are subject to those of holders of Enron
preferred stock, including any series of Enron preferred stock issued in the future.

PREFERRED STQCK

The following is a general description of the terms of our preferred stock. If we cffer preferred stock,
the specific designations and rights will be described in the prospectus supplement and a description
will be filed with the SEC.

The preferred stock shall rank in preference to the common stock as to payment of dividends and as to
distribution of assets of Enron upon the liquidation, dissolution or winding up of Enron. Upon issuance
against full payment of the purchase price therefor, shares of preferred stock will be fully paid and
nonassessable.

Enron is authorized to issue up to 16,500,000 shares of preferred stock. An aggregate of 1,370,000
shares of Enron preferred stock are designated the Cumulative Second Preferred Convertible Stock ("Enron
Convertible Preferred Stock"), an aggregate of 35.56850% shares of Enron preferred stock are designated
the 8.142% Perpetual Second Preferred Stock ("Enron 9.142% Preferred Stock™), an aggregate of 250,000
shares of Enron preferred stock are designated the Series A Junior Voting Convertible Preferred Stock
("Enron Junior Convertible Preferred Stock"), an aggregate of 204,800 shares of Enron preferred stock
are designated the Mandatorily Convertible Single Reset Preferred Stock, Series A ("Enron Mandatorily
Convertible Preferred Stock, Series A") and 83,000 shares of Enron preferred stock are designated the
Mandatorily Convertible Single Reset Preferred Stock, Series B {"Enron Mandatorily Convertible Preferred
Stock, Series B" and together with the Enron Mandatorily Convertible Preferred Stock, Series A, the
"Enron Mandatorily Convertible Preferred Stock").

In addition to the Enron Convertible Preferred Stock, the Enron $.142% Preferred Stock, the Enron Junior
Convertible Preferred Stock and the Enron Mandatorily Convertibhle Preferred Stock, the Enron Board of
Directors has authority, without shareholder approval (except to the extent that holders of any series
of Enron preferred stock are entitled by their terms to class voting rights), to 1ssue shares of Enron
preferred stock in one or more series and to determine the number of shares, designations, dividend
rights, conversion rights, voting power, redemption rights, liquidation preferences and other terms of
any such series. The issuance of Enron preferred stock, while providing desired flexibility in
connection with possible acquisitions and other corporate purposes, could adversely affect the voting
power of holders of Enron common stock and the likelihood that such holders will receive dividend
payments and payments upon liquidation and could have the effect of delaying, deferring or preventing a
change in control of Enron.
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ENRON CONVERTIBLE PREFERRED STOCK

We have summarized the terms of the Enron Convertible Preferred Stock below. The summary i1s not
complete. The form of series designation for the Enron Convertible Preferred Stock has been filed as an
exhibit to this registration statement, and you should read the form for any terms that may be important
to you.

The annual rate of dividends payable on shares of the Enron Convertible Preferred Stock is the greater
of $10.50 per share or the dividend amount payable on the number of shares of Enron common stock into
which one share of Enron Convertible Preferred Stock is convertible (currently 13.652 shares, subject to
adjustment) . Such dividends are payable guarterly on the first days of January, Apr:il, July and October.
These dividend rights are superior to the dividend rights of the Enron common stock, the Enron Jumior
Convertible Preferred Stock and the Enron Mandatorily Convertible Preferred Stock and rank equally with
the dividend rights on the Enron 9.142% Preferred Stock.

The amount payable on shares of the Enron Convertible Preferred Stock in the event of any involuntary or
voluntary liquidation, dissolution or winding up of the affairs of Enron is $100 per share, together
with accrued dividends to the date of distribution or payment. The liquidation rights of the Enron
Convertible Preferred Stock are superior to the Enron common stock, the Enron Junior Convertible
Preferred Stock and the Enron Mandatorily Convertible Preferred Stock and rank equally with the
liquidation rights of the Enron 9.142% Preferred Stock. The Enron Convertible Preferred Stock is
redeemable at the option of Enron at any time, in whole or in part, at a redemption price of $100 per
share, together with accrued dividends teo the date of payment. Each share of Enron Convertible Preferred
Stock is convertible initially into 13.652 shares of Enron common stock at any time at the option of the
holder (which conversion rate is and will be subject to certain adjustments).

Holders of Enron Convertible Preferred Stock are entitled to vote together with the Enron common stock
on all matters submitted to a vote of Enron shareholders, with each share of Enron Convertible Preferred
Stock having a number of votes equal to the number of shares of Enron common stock into which one share
of Enron Convertible Preferred Stock is convertible. In addition, holders of Enron Convertible Preferred

Stock are entitled to certain class voting raights, including (unless provision is made for redemption of
such shares):

(a) the requirement for approval by the holders of at least two-thirds
of the Enron Convertible Preferred Stock (voting together with all
other shares of parity stock similarly affected) to effect:

-~ an amendment to the Enron Charter or Bylaws that would affect
adversely the voting powers, rights or preferences of the
holders af the Enron Convertible Preferred Stock or that would
reduce the time for any notice to which the holders of the Enron
Convertible Preferred Stock may be entitled,

- the authorization, creation or issuance of, or the increase in
the authorized amount of, any stock of any class or series or
any security convertible into stock of any class or series
ranking prior to the Enron Convertible Preferred 3tock,

- the voluntary dissolution, liquidation or winding up of the
affairs of Enron, or the sale, lease or conveyance by Enron of
all or substantially all of its property or assets, or

- the purchase or redemption (for sinking fund purposes or
otherwisge) of less than all of the Enron Convertible Preferred
Stock and other parity stock at the time outstanding unless the
full dividends on all shares of Enron Convertible Preferred
Stock then outstanding shall have been paid or declared and a
sum sufficient for payment thereof set apart, and

(b) the reguirement for approval by the holders of at least a majority
of the Enron Convertible Preferred Stock (voting together with all
other shares of parity stock similarly affected), to effect:

- the authorization, creation or issuance of, or the increase in
the authorized amount of, any stock of any class or series, or
any security convertible into stock of any class or series,

14



( (

ranking on a parity with the Enron Convertible Preferred Stock,
provided that no such consent shall be required for the
authorization, crearion or i1ssuance by Enron of a number of
shares of one or more series of preferred stock ranking on
parity with the Enron Convertible Preferred Stock that, together
with number of shares of Enron Convertible Preferred Stock and
other preferred stock ranking on parity with the Enron
Convertible Preferred Stock then outstanding, would equal
S,000,000, or

- the merger or consolidation of Enron with or into any other
corporation, unless the corporation resulting from such merger
or consolidation will have after such merger or consolidation no
class of stock and no other securities either authorized or
outstanding ranking prior to Or on a parity with the Enron
Convertible Preferred Stock, except the same number of shares of
stock and the same amount of other securities with the same
rights and preferences as the stock and securities of Enron
respectively authorized and outstanding immediately preceding
such merger or consolidation, and each holder of Enron
Convertible Preferred Stock immed:iately preceding such merger or
consclidation shall receive the same number of shares, with the
same rights and preferences, of the resulting corporation.

In addition, if dividend payments on the Enron Convertible Preferred Stock are in default in an amount
equivalent to six gquarterly dividends on such shares, then the holders of the Enron Convertible
Preferred Stock (together with holders of any parity stock similarly affected) shall be able to elect
two directors to Enron's Board of Directors until such dividends have been paid or funds sufficient
therefor deposited in trust. If we fail to pay dividends when due on this preferred stock, the terms of
this preferred stock will prohibit us from paying dividends on junior stock, including Enron common
stock, and prohibit us and our subsidiaries from acquiring junior stock, including Enron common stock,
subject to certain exceptions.

9.142% PREFBRRED STOCK

We have summarized the terms of the Enron 9.142% Preferred Stock below. The summary is not complete. The
form of series designation for the Enron 9.142% Preferred Stock has been filed as an exhibit to this
registration statement, and you should read the form for any terms that may be important to you.

The annual rate of dividends payable on shares of the Enron 9.142% Preferred Stock is $91,420 per share.
Such dividends are payable quarterly on the first days of January, April, July and October. These
dividend rights are superior to the dividend rights of the Enron common stock, the Enron Junior
Convertible Preferred Stock and the Enron Mandatorily Convertible Preferred Stock and rank equally with
the dividend rights on the Enron Convertible Preferred Stock.

The amount payable on shares of the Enron 9.142% Preferred Stock in the event of any voluntary or
involuntary liquidation, dissolution cr winding up of the affairs of Enron is $1,000,000 per share,
together with accrued dividends. The liquidation rights of the Enron 9.142% Preferred Stock are superior
to those of the Enron common stock, the Enron Junior Convertible Preferred Stock and the Enron
Mandatorily Convertible Preferred Stock and rank equally with the liguidation rights of the Enron
Convertible Preferred Stock.

The Enron 9.142% Preferred Stock 1is not redeemable at the option of Enron. Pursuant to an agreement
between Enron and its subsidiary, however, such subsidiary will have the rights, exercisable at any
time, in whole or in part, for a 180-day period commencing January 31, 2004, to cause Enren to redeem 18
shares for $1,000,000 per share, together with accrued dividends.

The holders of Enron 9.142% Preferred Stock generally have no voting rights but are entitled to certain
class voting rights, including (unless provision is made for redemption of such shares):

(a) the requirement for approval by the holders of at least two-thirds
of the Enron 9.142% Preferred Stock {voting together with the
holders of all other shares of parity stock similarly affected),
to effect:

- an amendment to the Enron Charter or Bylaws that would affect
adversely the voting powers, rights or preferences of the
holders of the Enron 9.142% Preferred Stack or would reduce the
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time for any notice to which the holders of the Enron 9.142%
Preferred Stock may be entitled,

- the authorization, creation or issuance of, or the increase in
the authorized amount of, any stock of any class or series or
any security convertible into stock of any class or series
ranking prior to the Enron 9.142% Preferred Stock,

- the voluntary dissolution, liquidation or winding up of the
affairs of Enron, or the sale, lease or conveyance by Enxon of
all or substantially all of its property or asgets, or

- the purchase or redemption (for sinking fund purpcses or
otherwise] of less than all of the Enron 9.142% Preferred Stock
and other parity stock at the time outstanding unless the full
dividends on all shares of Enron 9.142% Preferred Stock then
outstanding shall have been paid or declared and a sum
sufficient for payment thereof set apart, and

(b) the requirement for approval by the holders of at least a majority
of the Enron 9.142% Preferred Stock (voting together with all
other shares of parity stock similarly affected), to effect:

- the authorization, creation or issuance of, or the increase in
the authorized amount of, any stock of any class or series or
any security convertible into stock of any class or series,
ranking on a parity with the Enron 9.142% Preferred Stock,
provided that ne such consent shall be required for the
authorization, creation or issuance by Enron of a number of
shares of one or more series of preferred stock ranking on
parity with the Enron 9.142% Preferred Stock that, together with
number of shares of Bnron 9.142% Preferred Stock and other
preferred stock ranking on parity with the Enron 9.142%
Preferred Stock then outstanding, would equal §,000,000, or

- the merger or consolidation of Enron with or into any other
corporation, unless the corporation resulting from such merger
or consolidation will have after such merger or conseolidation no
class of stock and no other securities either authorized or
cutstanding ranking prior to or on a parity with the Enron
$.142% Preferred Stock, except the same number of shares of
stock and the same amount of other securities with the same
rights and preferences as the stock and securities of Enron
respectively authorized and outstanding immediately preceding
such merger or conscolidation, and each holder of Enron 9.142%
Preferred Stock immediately preceding such merger or
consolidation shall receive the same number of shares, with the
same raghts and preferences, of the resulting corporation.

In addition, if dividend payments on the Enron 9.142% Preferred Stock are in default in an amount
equivalent to six quarterly dividends on such shares, then the holders of the Enron 9.142% Preferred
Stock (together with holders of any other parity stock similarly affected) shall be able to elect two
directors to Enron's Beard of Directors untal such dividends have been paid or funds sufficient therefor
deposited in trust. If we fail to pay dividends when due on this preferred stock, the terms of this
preferred stock will prohibit us from paying dividends on junioxr stock, including Enron common stock,
and prohibit us and our subsidiaries from acquiring junior stock, including Enron common stock, subject
to certain exceptions.

ENRON JUNIOR CONVERTIBLE PREFERRED STOCK

We have summarized the terms of the Enron Junior Convertible Preferred Stock below. The summary is not

complete. The form of the statement of resclutions estahlishing the Enron Junior Convertible Preferred

Stock has been filed as an exhibit to this registraticn statement, and you should read the form for any
terms that may be important to you.

The annual rate of dividends payable on shares of the Enron Junior
Convertible Preferred Stock is a floating rate based on the rates at which
deposits in United States dollars are offered in the London interbank market
plus .85%. Dividends are payable quarterly and are cumulative. The amount
payable on shares of the Enron Junior Convertible Preferred Stock in the event
of any liquidation, dissolution or winding up of the affairs of Enron is $4,000
per share, together with accrued dividends. The dividend and liquidation rights
of the
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Enron Junior Convertible Preferred Stock are superior to the dividend and liquidation rights of the
Enron common stock, but rank junior to the dividend and liquidation rights of all other outstanding
series of Enron preferred stock. The Enron Junior Convertible Preferred Stock is not redeemable at the

optaon of Enron. Each share of Enron Junior Convertible Preferred Stock is conmvertible initially into
100 shares of Enron common stock (which conversion rate is subject to certain adjustments).

The holders of Enron Junior Convertible Preferred Stock generally have no voting rights but are entitled
to certain class voting rights, including the requirement for approval by the holders of at least a
majority of the Enron Junior Convertible Preferred Stock (voting together with all other shares of
parity stock similarly affected) to effect:

- an amendment to the Enron Charter that would adversely affect the voting
powers, rights or preferences of the holders of the Enron Junior
Convertible Preferred Stcck,

- the sale, lease or conveyance by Enron of all or substantially all of its
assets, or

- the merger or consolidarion of Enron with or into any other corporation,
unless each holder of Enron Junior Convertible Preferred Stock
immediately preceding such merger or congolidation shall receive the same
number of shares, with substantially the same rights and preferences, of
the surviving corporation.

In addition, if full cumulative dividends are not paid for six consecutive quarterly periods, the
holders of the Enron Junior Convertible Preferred Stock (together with the holders of any parity stock
similarly affected) will have the right to elect two directors to Enron's Board of Directors until all
dividends in arrears have been paid or funds sufficient therefor deposited in trust. If we fail to pay
dividends when due on this preferred stock, the terms of this preferred stock will prohibit us from
paying dividends on junior stock, including Enron common stock, and prohibit us and our subsidiaries
from acquiring junior stock, including Enron common stock, subject te certain exceptions.

ENRON MANDATORILY CONVERTIBLE PREFERRED STOCK

We have summarized the terms of the Enron Mandatorily Convertible Preferred Stock, Series A and Series
B, below. The summary is not complete. The terms of the Series A and the Serieg B are generally the same
except as discussed below. The forms of the statement of resolutions establishing both series of the
Enron Mandatorily Convertible Preferred Stock have been filed as exhibits to this registration
statement, and you should read the forms for any terms that may be important to you.

The shares of each of the two series of the Enron Mandatorily Convertible Preferred Stock were deposited
under deposit agreements, and the related depositary shares were then deposited into trusts of which we
are the beneficial owner. The depositary shares are to be sold by the trusts only if a default occurs
under certain of our debt obligations or under certain debt obligations that were incurred in connection
with our investment in Wessex Water Plc and Elektro-Eletricidade e Servicos S.A. (the "Obligations”) or
our credit ratings fall below investment grade and, in the case of Series A, our common stock price
falls below $37.84, subject to certain adjustments. The date that the depositary shares are sold by the
trust, or under certain circumstances the date the depositary shares were to have been sold but were
unable to be sold, is the Rate Reset Date, and the market price of Enron common stock on the day such
sale ig priced is the Reset Price, subject to certain adjustments. If the Obligations, which generally
mature on or before December 2001, are timely repaid in full, we expect the Enron Mandatorily
Convertible Preferred Stock will be retired and canceled.

No dividends are payable on the Enron Mandatorily Convertible Preferred Stock prior to the applicable
Rate Reset Date. After a Rate Reser Date, the annual rate of dividends payable is 5350 per share plus an
amount which is intended to approximate the dividend yield on the Enron common stock as of the Rate
Reset Date. Such dividends are payable quarterly and are cumulative. The amount payable on shares of
Enron Mandatorily Convertible Preferred Stock in the event of any ligquidation, dissolution or winding up

of the affairs of Enron is $5,000 per share, together with accrued dividends to the date of payment.
These dividend
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and liquidation rights are superior to the dividend and liquidation rights of the Enron common stock and

the Enron Junior Convertible Preferred Stock, but rank junior to the dividend and liguidation rights of
the Enron Convertible Preferred Stock and Enron 9.142% Preferred Stock.

The Enron Mandatorily Convertible Preferred Stock is not redeemable after the Rate Reset Date. The Enron
Mandatorily Convertible Preferred Stock will be converted into Enron common stock on the third
anniversary of the Rate Reset Date. The number of shares issuable per share of Enron Mandatorily
Convertible Preferred Stock on conversion will equal the liquidation preference ($5,000) divided by the
conversion price. The conversion price will be between 100% te 110% of the applicable Reset Price
{subject to certain adjustments) depending on the market price of Enron common stock at the time of
conversion. After the Rate Reset Date and prior to the third anniversary of the Rate Reset Date, the
holders of the Enron Mandatorily Convertible Preferred Stock will be entitled to convert such shares
into Enron common stock based on a conversion price of 110% of the Reset Prace (subject to certain
adjustments) .

The holders of each series of Enron Mandatorily Convertible Preferred Stock generally have no voting
rights, but are entitled to certain class voting rights, including the requirement for approval by the
holders of at least a majority of each series to effect:

- an amendment to the Enron Charter that would adversely affect the powers,
rights or preferences of the holders of such series of Enron Mandatorily
Ceonvertible Preferred Stock,

- the authorization or issuance of capital stock ranking senior to the
Enron Mandatorily Convertible Preferred Stock, or

- the merger or statutory exchange in which holders of the Enron
Mandatorily Convertible Preferred Stock do not receive a similar
preferred stock in the surviving entity, subject to certain exceptions.

If the Obligations are not paid when due, the holders of each series of Enron Mandatorily Convertible
Preferred Stock will have the right to elect two directors to Enron's Board of Directors until such debt
igs paid or certain other events occur. In addition, if full cumulative dividends are not paid for six
consecutive gquarterly periods, the holders of the Enron Mandatorily Convertible Preferred Stock
(together with the holders of any parity stock similarly affected) will have the right to elect two
directors to Enron‘s Board of Directors until all dividends in arrears have been paid. If we fail to pay
dividends when due on Enron Mandatorily Convertible Preferred Stock, the terms of the Enron Mandatorily
Convertible Preferred Stock will prohibit us from paying dividends on junior stock, including Enron
common stock, and prohibit us and our subsidiaries from acquiring junior stock, including Enron common
stock, subject to certain exceptions.

CERTAIN PROVISIONS OF THE ENRON CHARTER AND BYLAWS

Fair Price Provision. The Enron Charter contains a "fair price" provision which generally reguires that
certain mergers, business combinations and similar transacrions with a "Related Person" (gemerally the
beneficial owner of at least 10 percent of Enron's voting stock] be approved by the holdexrs of at least
80 percent of Enron's voting stock, unless (a) the transaction is approved by at least 80 percent of the
"Continuing Directors® of Enron, who constitute a majority of the entire board, (b) the tramsaction
occurs more than five years after the last acquisition of Enron voting stock by the Related Person or
{c)} certain "fair price” and procedural requirements are satisfied.

"Business Transaction" means (a) any merger or consolidation involving Enron or a subsidiary of Enren,
(b} any sale, lease, exchange, transfer or other digpesition (in one transaction ¢r a serjes of
transactions), including without limitation a mortgage or any other security device, af all or any
substantial part of the assets either of Enron or of a subsadiary of Enron, (c) any sale, lease,
exchange, transfer or other disposition of all or any substantial part of the assets of an entity to
Enron or a subsidiary of Enron, (d) the issuance, sale, exchange, transfer or other disposition by Enron
or a subsidiary of Enron of any securities of Enron or any subsidiary of Enron, (e) any recapitalization
or reclassification of Enron's securities (including without limitation, any reverse stock split) or
other transaction that would have the effect of increasing the voting power of a Related Person, (f) any
liguidation, spinoff, splitoff, splitup or dissolution of Enron, and (g) any
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agreement, contract or other arrangement providing for any of the transactions
described in this definition of Business Transaction.

"Continuing Director” means a director who either was a member of the Board of Directors of Enron prior
to the time such Related Person became a Related Person or who subsequently became a director of Enron
and whose election, or nominatien for election by Enron's shareholders, was approved by a vote of at
least 80 percent of the Continuing Directors then on the Board, either by a specific vote or by approval
of the proxy statement issued by Enron on behalf of the Board of Directors in which such person is named
as nominee for director, without an objection to such nomination; provided, however, that in no event
shall a director be considered a "Continuing Director"” if such director ig a Related Person and the
Business Transaction to be voted upon is with such Related Person or is one in which such Related Person
otherwise has an interest (except proportionately as a shareholder of Enron).

Advance Notice Requirements for Shareholder Proposals and Nominations. The Enron Bylaws provide that for
business to be properly brought before an annual meeting of shareholders, it must be either (a)
specified in the notice of meeting (or any supplement thereto) given by or at the direction of the Board
of Directors, (b) otherwise brought before the meeting by or at the direction of the Board of Directors
or (c) otherwise properly brought before the meeting by a shareholder of Enron who is a shareholder of
record at the time of giving of notice hereinafter provided for, who shall be entitled to vote at such
meeting and who complies with the following notice procedures. In addition to any other applicable
requirements, for business to be brought before an annual meeting by a shareholder of Enron, the
shareholder must have gaven to the Secretary of Enron timely notice in writing of the business to be
brought before an annual meeting of shareholders. To be timely, a shareholder’'s notice must be delivered
to or mailed and received at Enron's principal executive coffices not less than 120 days prior to the
anniversary date of the proxy statement for the previous year's annual meeting of the shareholders of
Enron (or 0ld Enron, with respect to the first such meeting after the Effective Tame)}. A shareholder's
notice to the Secretary must set forth as to each matter the shareholder proposes to bring before the
annual meeting {i) a brief description of the business desired to be brought before the annual meeting
and the reasons for conducting such business at the annual meeting, {1i) the name and address, ag they
appear on Enron's books, of the shareholder proposing such business, (iii) the acquasition date, the
class and the number of shares of voting stock of Enron which are owned beneficially by the shareholder,
(iv) any material interest of the shareholder in such business and (v} a representation that the
shareholder intends to appear in person or by proxy at the meeting to bring the proposed business before

the meeting. No business shall be conducted at an annual meeting except in accordance with the
procedures outlined above.

The Enron Bylaws provide that only persons who are nominated for election as a director of Enron in
accordance with the following procedures shall be eligible for election as directors. Nominations of
persons for election to Enron's Board of Directors may be made at a meeting of shareholders (a) by or at
the direction of the Board of Directoers or (b) by any shareholder of Enron who is a shareholder of
record at the time of giving of notice hereinafter provided for, who shall be entitled to vote for the
election of directors at the meeting and who complies with the following notice procedures. Such
nominations, other than those made by or at the direction of the Board of Directors, shall be made
pursuant to timely notice in writing to the Secretary of Enron. To be timely, a shareholder's notice
muat be delivered to or mailed and received at Enron's principal executive offices, (i) with respect to
an election to be held at an annual meeting of shareholders of Enron, not less than 120 days prior to
the anniversary date of the proxy statement for the previous year's annual meeting of the shareholders
of Enron {(or 0ld Enrcon, with reapect to the first such meeting after the Effective Time), and (ii) with
respect to an election to be held at a special meeting of shareholders of Enron for the election of
directors, not later than the close of business on the 10th day following the date on which notice of
the date of the meeting was mailed or public disclosure of the date of the meeting was made, whichever
first occurs. Such shareholder's notice to the Secretary shall set forth (a) as to each person whom the
shareholder proposes to nominate for election or re-election as a director, all information relating to
the person that 1s required to be disclosed in solicitations for proxies for election of directors, or
is otherwise required, pursuant to Regulation 14A under the Exchange Act (including the written consent
of such person to be named in the proxXy statement as a nominee and to serve as a director if elected);
and (b) as to the sbareholder giving the notice,
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(1) the name and address, as they appear on Enron's books, of such shareholder, and (ii) the class and
number of shares of capital stock of Enron which are beneficially owned by the shareholder.

CERTAIN ANTI-TAKEOVER PROVISIONS OF OREGON LAW

Business Combinations with Interested Sharehclders. Enron is subject to the provisions of Sections
60.825-60.845 of the Oregon Business Corporation Act ("OBCA"), which generally provide that any perscn
who acquires 15% or more of a corporation's voting stock (thereby becoming an "interested shareholder")
may not engage 1n certain "business combinations" with the corporation for a period of three years
following the date the person became an interested stockholder, unless (i} the board of directors has
approved, prior to the date the person became an interested shareholder, either the business combination
or the transaction that resulted in the person becoming an interested shareholder, (ii) upon
consummation of the transaction that resulted in the person becoming an interested shareholder, that
person owns at least 85% of the corporation's voting stock outstanding at the time the transaction is
commenced {excluding shares owned by persons who are both directors and officers and shares owned by
employee stock plans in which participants do not have the right to determine whether shares will be
tendered in a tender or exchange offer), or (1ii) on or subsequent to the date the person became an
interested shareholder, the business combination is approved by the board of directors and authorized by

the affirmative vote of at least 66 2/3% of the ocutstanding voting stock not owned by the interested
shareholder.

Control Share Statute. As is permitted by the OBCA, the Enron Charter provides that Enron is not subject
to the Oregon Control Share Act. The Oregon Control Share Act restricts the ability of a shareholder of
certain Oregon-based corporations to vote shares of stock acquired in a transacticn that causes the
acquiring person to control at least one-fifth, one-third or one-half of the votes entitled to be cast
in the election of directors, except as authorized by a vote of the corporation's disinterested
shareholders.
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DESCRIPTION OF DEPOSITARY SHARRS
GENERAL

We may choose to offer fractional interests in the preferred stock. If so, we will offer depositary
shares, each of which will represent a fraction (to be set forth in the prospectus supplement relating
to a particular series of preferred stock) of a share of a particular series of preferred stock as
described below.

The preferred stock of any series represented by depositary shares will be deposited under a deposit
agreement between Enron and a bank or trust company selected by Enron having its principal office in the
United States and having, alone or together with its affiliates, a combined capital and surplus of at
least $50,000,000 (the "Depositary"). Subject to the terms of the deposit agreement, each registered
holder of a depositary share will be entitled, in proportion to the applicable fraction of a share of
preferred stock represented by such depositary share, to all the rights and preferences of the preferred
stock represented thereby (including dividend, voting, redempticn and liquidation rights).

The depositary shares will be evidenced by depositary receipts issued pursuant to the deposit agreement.
Depositary receapts will be distributed to those persons purchasging the fractional interests in
preferred stock in accordance with the terms of the offering set forth in the applicable prospectus
supplement.

We have summarized the terms of the depositary shares below. The summary is not complete. A copy of the
form of deposit agreement is filed as an exhibit to the registration statements of which this prospectus
18 a part, and you should read the exhibit for any terms that may be important to you.

DIVIDENDS AND OTHER DISTRIBUTIONS

The Depositary will distribute all dividends or other cash distributions received in respect of the
preferred stock to the record holders of depositary shares relating to such preferred stock in
proportion to the number of such depositary shares owned by such holders.

In the event of a distribution other than in cash or rights, preferences or privileges upon the
preferred stock, the Depositary will distribute property received by 1t to the record holders of
depositary shares entitled thereto in proportion to the number of such depositary shares awmed by such
holders, unless the Depositary determines that such distribution cannot be made proporticnately among
such holders or that it is not feasible to make such distribution, in which case the Depositary may,
with the approval of Enron, sell such securities or property and distribute the net proceeds from such
sale to such holders or adopt such other method as it deems equitable and practicable for effecting such
distribution.

WITHDRAWAL OF THE PREFERRED STOCK

Upon surrender of the depositary receipts at the corporate trust office of the Depositary (unless the
related preferred stock or depositary shares have previously been called for redewption), and upon
payment of the charges provided in the deposit agreement and subject to the terms thereof, the holder of
the depositary shares evidenced thereby 1s entitled to delivery at such office to or upon his orxder the
number of whole shares of preferred stock and any money or other property represented by such depogitary
shares. If the depositary receipts delivered by the holder evidence a number of depositary shares in
excess of the number of depositary shares representing the number of whole shares of preferred stock to
be withdrawn, the Depositary will deliver to such holder at the same time a new depositary receipt
evidencing such excess number of depositary sharea. Holders of preferred stock thus withdrawn, and any
subsegquent holders of those shares, will not thereafter be entitled to deposit such shares under the
deposit agreement or to receive depositary shares therefor.

REDEMPTION OP DEPOSITARY SHARES

Upon redemption of preferred stock represented by depositary shares, the
Depositary will redeem as of the same redemption date the number of depositary
shares representing preferred stock so redeemed, provided Enron shall have paid
in full to the Depositary the redemption price of the preferred stock to be
redeemed (which redemption price shall include an amount equal to any accrued
and unpaid dividends thereon to the
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date fixed for redemption). The redemption price per depositary share will be equal to the applicable
fraction of the redemption price and any other amounts per share payable with respect to the preferred
stock. If fewer than all the depositary shares are to be redeemed, the depositary shares to be redeemed
will be selected by the Depositary by lot or pro rata or by any other equitable method, 1n each case as
may be determined by Enron.

VOTING OF THE PREFPERRED STOCK

Upon receipt of notice of any meeting at which the holders of the preferred stock are entitled to vote,
the Depositary will mail the information contained in such notice of meeting to the record holders of
the depositary shares. Each record holder of such depositary shares on the record date (which will be
the same date as the reccrd date for the preferred stock) will be entitled to instruct the Depositary as
to the exercise of the voting rights pertaining to the amount of preferred stock represented by such
helder's depositary shares. The Depositary will endeavor, insofar as practicable, to vote the number of
shares of preferred stock represented by such depositary shares in accordance with such instructaions,
and Enron will agree to take all reasonable action which may be deemed necessary by the Depositary in
order to enable the Depositary to do so. The Depositary will abstain from voting preferred stock {but,
at its discretion, not from appearing at any meeting with respect to such preferred stock) to the extent
it does not receive specific instructions from the holders of depositary shares representing preferred
stock.

AMENDMENT AND TERMINATION OF THE DEPOSIT AGREEMENT

The form of depositary receipt evidencing the depositary shares and any provision of the deposit
agreement may at any time be amended by agreement between Enron and the Depositary. However, any
amendment which materially and adversely alters the rights of the holders of depositary shares will not
be effective unless such amendment has been approved by the holders of at least a majority of the
depositary shares then outstanding.

The deposit agreement may be terminated by Enron upon not less than 60 days' notice, whereupon the
Depositary shall deliver or make available to each holder of depositary receipts, upon surrender of the
depositary receipts held by such holder, such number of whole or fractional shares of preferred stock
represented by such depositary receipts. The deposit agreement will automatically terminate if (i) all
outstanding depositary shares have been redeemed, or (ii) there has been a final distribution in respect
of the preferred stock in connection with any liguidation, dissolution or winding up of Enron and such
distribution has been made to the holders of depositary receipts.

CHARGES OF DEPOSITARY

Enron will pay all transfer and other taxes and governmental charges arising solely from the existence
of the Depositary arrangements. Enron will pay the fees and expenses of the Depositary in connection
with the performance of its duties under the deposit agreement, to the extent specified in the deposit
agreement. Holders of depositary receipts will pay transfer and other taxes and governmental charges.

MISCELLANEOUS

Enron will forward to holders of depositary shares any reports and
communications that it sends to holders of preferred atock.

Neither the Depositary nor Enron will be liable if it is prevented from or delayed in, by law or any
circumstances beyond its centrol, performing its obligaticns under the deposit agreement. The
obligations of Enron and the Depositary under the deposit agreement will be limited to performing their
duties thereunder without negligence or willful misconduct, and Enron and the Depositary will not be
obligated to prosecute or defend any legal proceeding in respect of any depositary shares or any
preferred stock unless satisfactory indemnity is furnished. Enron and the Depositary may rely on advice
of counsel or accountants, on information provaded by holders of depositary shares or other persons
believed to be authorized or competent and on documents believed to be genuine.
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In the event the Depositary shall receive conflicting claims, regquests or instructions from any holders

of depositary receipts, on the one hand, and Enron, on the other hand, the Depositary shall be entitled
to act on such claims, requests or instructions received from Enron.

RESIGNATION AND REMOVAL OF DEPOSITARY

The Depositary may resign at any time by delivering to Enron notice of its election to do so, and Enron
may at any time remove the Depositary, any such resignation or removal to take effect upon the
appointment of a successor Depositary and its acceptance of such appointment. Such successor Depasitary
must be appointed within 60 days after delivery of the notice of resignation or removal and must be a
bank or trust company having its principal office in the United States and having, alone or together
with 1ts affiliates, a combined capital and surplus of at least $50,000,000.

PLAN OF DISTRIBUTION

We may sell the offered securities (a) through agents; (b) through underwriters or dealers; (c) directly
to one or more purchasers; or (d) pursuant to delayed delivery contracts or forward contracts.

BY AGENTS

Offered securities may be sold through agents designated by us. The agents agree to use their reasonable
best afforts to solicit purchases for the pericd of their appointment.

BY UNDERWRITERS

I1f underwriters are used in the sale, the offered securities will be acquired by the underwriters for
their own account. The underwriters may resell the securities in one or more transactions, including
negotiated transactions, at a fixed public offering price or at varying prices determined at the time of
sale. The obligations of the underwriters to purchase the securities will be subject to certain
conditions. The underwriters will be obligated to purchase all the securities of the series offered if
any of the securities are purchased. Any initial public offering price and any discounts or concessions
allowed or re-allowed or paid to dealers may be changed from time to time.

DIRECT SALES

Offered securities may also be scld directly by us. In this case, no
underwriters or agents would be involved.

DELAYED DEBLIVERY CONTRACTS OR FORWARD CONTRACTS

If indicated in the prospectus supplement, we will authorize agents, underwriters or dealers to solicit
offers to purchase offered securities from us at the public offering price set forth in the prospectus
supplement pursuant to delayed delivery contracts or forward contracts providing for payment or delivery
on a specified date in the future at prices determined as described in the prospectus supplement. Such
contracts will be subject only to those conditions set forth in the prospectus supplement, and the
prospectus supplement will set forth the commission payable for solicitation of such contracts.

GENERAL INFORMATION

The offered securities (other than common stock, which is traded on the New York Stock Exchange under
the symbocl "ENE"), when first issued, will have no established trading market. Any underwriters or
agents to or through whom offered securities are sold for public offering and sale may make a market in
such offered securities, but such underwriters or agents will not be obligated te do so and may
discontinue any market making at any time without notice. No assurance can be given as to the liquidity
of the trading market for any such offered securities.
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The offered securities may or may not be listed on a national securities exchange. No assurances can be
given that there will be a market for the offered securities.

Underwriters, dealers and agents that participate in the distribution of the offered securities may be
underwriters as defined in the Securities Act of 1933, and any discounts or commissions received by them
from us and any profit on the resale of the offered securities by them may be treated as underwriting
discounts and commissions under the Act. Any underwriters or agents will be identified and their
compensation described in a prospectus supplement.

We may have agreements with the underwriters, dealers and agents to indemnify them against certain civil
liabilities, including liabilities under the Securities Act of 1833, or to contribute with respect to
payments which the underwriters, dealers or agents may be required to make.

Underwriters, dealers and agents or their affiliates may engage in transactions with, or perform
services for, us or our subsidiaries in the ordinary course of their businesses.

VALIDITY OF SBCURITIES

The validity of the offered securities will be passed upon for Enron by James V. Derrick, Jr., Esg.,
Senior Vice President and General Counsel of Enron. Mr. Derrick owns substantially less than 1% of the
outstanding shares of common stock of Enron.

RXPERTS

The consolidated financial statements included in Enron's Current Report on Form §-K dated March 19,
1998 and consclidated financial statements and schedule included in Enron's Annual Report on Form 10-K
for the year ended December 31, 1857, incorporated by reference in this prospectus and elsewhere in the
registration statement, have been audited by Arthur Andersen LLP, independent public¢ accountants, as
indicated in their reports with respect thereto, and are incorporated by reference herein in reliance
upon the authority of said firm as experts in giving said reports.

The consolidated financial statements of Wessex Water Plc as at March 31, 19%8 and 1987, and for the
years ended March 31, 1998 and 1997, included in Enron's Current Report on Form 8K/A filed on November
6§, 1998, incorporated by reference in this prospectus, have been audited by Coopers & Lybrand, chartered
accountants, as indicated in their report with respect thereto, and are incorporated by reference herein
in reliance upon the authority of said firm as experts in giving said reports.

The letter report of DeGolyer and MacNaughton, independent petroleum consultants, included as an exhibit
to Enron's Annual Report on Form 10-K for the year ended December 31, 1997, and the estimates from the
reports of that firm appearing in such Annual Report, are incorporated by reference herein on the
authority of said firm as experts in petroleum engineering and in giving such reports.
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